Employment Security 
REVIEW 


AUGUST 196 





€@* The Role of 
<<” Unemployment Insurance 
Today .. . and Tomorrow 








The Role of Unemployment Insurance 
Today ... and Tomorrow 


EXECUTIVE STAFF 


A HISTORICAL BENCHMARK, the Secretary 

MEMORANDUM TO ALL MEMBERS OF THE EMPLOYMENT 
SECURITY SYSTEM, Robert C. Goodwin 

THE Ui DIRECTOR COMMENTS ON ADMINISTRATIVE 
REORGANIZATION, William U. Norwood, Jr = 


INDEPENDENT EXPERTS 


NEW GUIDELINES FOR UNEMPLOYMENT INSURANCE, 
Eveline M. Burns, Columbia University___- 

IMPACT OF CHANGING ECONOMY ON UNEMPLOYMENT 
INSURANCE, Philip Booth, the University of Michigan__ 

UNEMPLOYMENT INSURANCE FINANCING: PROBLEMS AND 


PROSPECTS, Richard A. Lester, Princeton University 
UI SERVICE TECHNICAL STAFF 


aaa fot gy INSURANCE AND INCOME REPLACEMENT 
. Coverage ____- sais gncsihetaicanee 
M Adequacy of the Weekly Benefit Amount. 
i oe cae ce ad a eric ba ecabenir ain anja ete 
ATTACHMENT TO THE LABOR FORCE 
1. Labor Force Dynamics and Eligibility- 
ll. Disqualifications 
UNEMPLOYMENT INSURANCE FINANCING. 
RELATIONSHIPS TO OTHER PROGRAMS 
1. The New Training Programs and Unemployment 
Insurance aie etait 
. Other Governmental Social Insurance and Welfare 
Programs 
ill. Private Plans and Programs __--_-_- 
THE ROLE OF RESEARCH IN UNEMPLOYMENT INSURANCE. 





The Department of Labor 


August 1962 


A HISTORICAL BENCHMARK 


NEMPLOYMENT INSURANCE is a vital present-day protection to our national 

economic well-being. Its basic objective is to provide individuals and the econ- 

omy with partial replacement of wages and pur hasing power lost during periods of 

involuntary unemployment. Since its passage, the program has contributed signifi- 

cantly to the welfare of individual workers, their families, and the general public 
and to the maintenance of business stability. 


Nevertheless, my first appearance before a Committee of Congress in the role 
of Secretary of Labor was to support the temporary extended unemployment com- 
pensation program. It was the first major legislative proposal of the Kennedy 
administration to be enacted. That program was a necessary emergency measure to 
provide benefits for vast numbers of workers who were still unemployed after they 
had exhausted their unemployment insurance protection under regular State pro- 
grams. Emergency programs, however needed they may be at times, are not a wholly 
satisfactory way of meeting problems. I prefer to anticipate developments and to 
deal with them on other than an emergency basis. The Department of Labor has 
drawn up legislative proposals which, if enacted, will go a long way toward providing 
additional protection for the American labor force. 


The impact of the changing economy on the unemployment insurance system 
calls for constant review and fresh thinking of the many concepts which have governed 
the operation of the program since its inception. Accordingly, members of my staff, 
the technicians in the Unemployment Insurance Service, have prepared for this 
publication the kind of material which could be written by only those who have 
daily contact with and long-term exposure to the program. Some outstanding 
authorities in this field have also given us the benefit of their experience. I have 
suggested that they prepare pieces which would touch on the philosophical and social 
aspects of the program as well as on its administrative and technical problems. 


It is my belief that the thinking expressed in the following pages will merit 
consideration by students of the program and by others whenever further thought is 
given to a reshaping of the unemployment insurance system. 


ie. ran 





Memorandum 


: All Members of the Employment Security System 


FROM : Robert C. Goodwin KCF 


Administrator 


sunject: Reevaluation of the Unemployment Insurance Program 


At a time when the Unemployment Insurance Service is strengthening its or- 
ganization, it is appropriate that we review and reevaluate the entire un- 
employment insurance program and its relationship to other public and pri- 
vate programs of income maintenance. 


Unemployment insurance is not, and should not be, a static program. Unem- 
ployment insurance today is different in many significant ways from what 

it was immediately prior to World War II--or even immediately after that 
period. The economy of the 1960's is vastly different from that of the 

1930's when the program took shape, and we must keep the program geared to 
the needs and patterns of today and strengthened for the problems of tomorrow. 


Our general objective is to provide for the Nation an unemployment insurance 
program with adequate benefits and sound financing. We must study the econ- 
omy in which we operate to know what needs unemployment insurance should 
meet. We must keep in mind that unemployment insurance is not a panacea 

for all the economic ills, that other public and private programs have 

their roles. 


If the system is to provide adequate benefits, we must translate the gen- 
eral principles into specifics. Who are the workers for whom the program 
is intended? What unemployment should be potentially compensable? At 
what rate and for how long? The answers to these questions cannot be de- 
rived in a vacuum, They must be related to the characteristics of the 
labor force, the causes and nature of unemployment, and the function to be 
served by the benefits, as well as sound financing considerations. 


A new phase of the unemployment insurance program--brought about by the 
increasing rate of automation and of skill obsolescence--is the growing 
recognition of the role of vocational retraining. Earlier tests for deter- 
mining labor force attachment need to be reviewed to be sure that the line 
is drawn properly between insured and uninsured workers. 


Many of the issues current in unemployment insurance arise out of the con- 
text of rapid economic change. To resolve these and other questions, and 
thereby identify the role of the unemployment insurance program within 
this context, will require policy decisions which will merit broad public 
support. Such support will depend on our developing substantial public 
understanding of the problems and goals of the program. Unemployment in- 
surance research is a crucial factor in this process. It provides the 
facts needed for the formulation of alternative program approaches but 
also helps to create a sound basis for understanding the choices to be 
made. Only with the knowledge afforded by research can policy making and 
program evaluation be meaningful and effective. 
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THE Ul DIRECTOR COMMENTS 
ON ADMINISTRATIVE REORGANIZATION 


William U. Norwood, Jr. 


EVELOPMENTS in our employment security 
programs demand more and more expertness. 
Sut, a man cannot be expert on all things—he doesn’t 
have the time. To become an expert, he must special- 
ize. This generalization doesn’t explain the recent 
changes in the organization of the Bureau of Employ- 
ment Security and the employment security administra- 
tions in many of the States, but it does reflect the 
nature of the circumstances which underlie the 
changes. In recent years, the UI services in the States, 
particularly the local offices, have reflected the inter- 
play of two distinct trends. The first is the well-justi- 
fied recognition of the complexity and difficulty of the 
responsibilities inherent in the claims and tax processes. 
The other trend is the proliferation of programs and 
types of claims which must be handled and approved 
or disapproved by local office staffs. 

The following string of abbreviations, by illustrating 
the types of claims every claimstaker must know how 
to handle, exemplifies the effect of these two trends: 
UI, UCFE, UCX, TEC, and, of course, the combina- 
tions of these various types of claims. A local office 
man, for instance, might be faced with a continued 
combined interstate UI-UCFE-UCX-TEC claim, 
that is, a claim from a worker drawing an interstate 
continued extended benefit claim after he had ex- 
hausted “regular” benefits based on joint wage credits 
earned in private employment, Federal employment, 
and the Armed Forces. Of course, someone will point 
out that this is an oversimplification as well. A claim 
such as this could also easily involve elements of partial 
unemployment, wage combining, receipt of retirement 
pension, and a question of late reporting. 

Much has been said, and much more needs to be 
said, about the crucial role of the unemployment in- 
surance staff on the frontline of our work—the claims 
staff in the local offices, and the auditors and other 
tax staff who come face to face with employers daily. 
At the same time, as we learn more about what goes 
into doing a competent job in these areas, our laws 
are being made more complex and we are being given 
new programs to administer. Only recently, the Fed- 
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cral-State unemployment compensation system under- 
took the role of paying training allowances to trainees 
in certain localities with chronic unemployment. 
Now, under the Manpower Development and Train- 
ing Act, we take on the additional responsibility of 
paying transportation allowances, as well as training 
allowances, to approved trainees in any locality in 
the country. The Trade Expansion Act, pending in 
Congress at the time this is written, would add new 
responsibilities. These Federal programs, of course, 
operate side by side with other modifications and in- 
novations in the unemployment compensation pro- 
gram enacted by State legislatures. 

These new complexities and new responsibilities 
are a challenge to all levels of administration in the 
UI service, both State and Federal. The challenge 
is not only to the claimstaker and examiner, but also 
to the supervisor, the field supervisor, the chief of 
benefits, the Director of Unemployment Insurance, 
and the State Employment Security Administrator. 
The challenge is even more extensive—it spreads to 
all the UI staff in the regional and national offices of 
the Bureau of Employment Security. 

While wage-loss compensation programs are be- 
coming more demanding of higher administrative and 
technical skills and capabilities, similar demands are 
being made on the employment services throughout 
the country and in the Bureau. The reasons may be 
different, but the impact is similar. 

The time-honored and time-proven method of at- 
tacking complex problems is through subdividing the 
problem and delegating the pieces to those with the 
necessary know-how or “expertise.” This is what we 
have done in the Bureau. 

The Bureau is now divided into three broad serv- 
ices, two dealing with the two major programs of 
unemployment insurance and employment service, 
and the third dealing with supportive areas and areas 
of common concern to the two program services. One 
of the major purposes of the Bureau’s reorganization 
is the delegation of more responsibility and authority 
to the services. ' 








UNEMPLOYMENT COMPENSATION 


... I again urge the Congress to strengthen per- 
manently our Federal-State system of unemployment 
insurance. My specific recommendations include— 

(1) Extension of the benefit period by as much as 
13 weeks for workers with at least 3 years of ex- 
perience in covered employment, 

(2) Similar extension of the benefit period when 
unemployment is widespread for workers with less 
than 3 years of experience in covered employment. 
This provision could be put into effect by Presidential 
proclamation when insured unemployment reaches 
5 percent, and the number of benefit exhaustions over 
a 3-month period reaches 1 percent of covered 
employment; 

(3) Incentives for the States to provide increased 
benefits, so that the great majority of covered workers 
will be eligible for weekly benefits equal to at least 
half of their average weeky wage; 

(4) Extension of coverage to more than 3 million 
additional workers; 

(5) Improved financing of the program by an in- 
crease in the wage base for the payroll tax from 
$3,000 to $4,800; 

(6) Reinsurance grants to States experiencing high 
unemployment insurance costs; 

(7) Provisions which permit claimants to attend 
approved training or retraining courses without ad- 
verse effect on eligibility for benefits. 

Wider coverage, extended benefit periods, and in- 
creased benefit amounts will help society discharge 
its obligation to individual unemployed workers. 
And by maintaining more adequately their incomes 
and purchasing power, these measures will also but- 
tress the economy’s built-in defenses against recession. 
Temporary extensions of unemployment compensa- 
tion benefits have been voted by the Congress during 
the last two recessions. It is time now for permanent 
legislation to bring this well-tested stabilizer more 
smoothly into operation when economic activity 
declines. 

In combination, these three measures will enable 
Federal fiscal policy to respond firmly, flexibly, and 
swiftly to oncoming recessions. Working together 
on this bold program, the Congress and the Executive 
can make an unprecedented contribution to economic 
stability, one that will richly reward us in fuller 
employment and more sustained growth, and thus, in 
greater human well-being and greater national 
strength. 


—Excerpt from President’s annual Economic Report 
to Congress, January 22, 1962. 


Somewhat parallel changes are taking place in many 


State agencies. In the largest cities, separate UI and 
ES offices are being established so that the two service 
staffs and each supervisory level can devote full time 
and energy to their individual program areas. F 

many of these cities and for many of the smaller lo- 
calities, the field operation chain of command is being 
split so that each of the two service heads in the States 
involved will have a direct line of supervision to the 
people who carry out his respective program. These 


changes are accompanied by intensified training 
efforts, the setting of higher standards of performance, 
and the development of better work aids and tools for 
the staffs and supervisors. 

These reorganizations present a paradoxical situa- 
tion. Superficially, it would seem the jobs of su- 
pervisors and managers have been simplified by an 
apparent curtailment of their authority. Hitherto re- 
sponsible for two programs, they are now responsible 
for one. In reality, however, the curtailment has been 
necessitated by the pressing need for supervisors and 
managers to assume increasing responsibility in depth. 
Areas of each program which, because of lack of time, 
have received only limited control or review will now 
be subjected to critical analysis, calling for the exercise 
of the highest degree of administrative planning and 
execution. If the growing complexities of the two pro- 
grams constitute a challenge to the employment 
security system, the reorganization provides an oppor- 
tunity for personal response to that challenge. 

And, opportunity it is!) Think back on the recent 
spate of criticism of the UI programs, the end of which 
may not yet be in sight. Much of it is based on misin- 
formation and misunderstanding. Can we so improve 
our work, our attitudes, and our relations with the 
public that knowledge and understanding of our prob- 
lems will grow? Much of the recent criticism implied 
that there is not only inadequate interviewing and 
adjudication of claims but also inadequate discovery 
of issues. Whether we believe this or not is not so 
important as our striving to develop such work habits, 
such professional competence, and such supervisory 
techniques that we merit praise not complaint. Fi- 
nally, much of the criticism which is ostensibly directed 
against “undue liberality” of the unemployment com- 
pensation laws is actually directed against the fact that 
often the worker needs more than the financial help 
unemployment compensation gives him. The new 
Federal training programs and the State provisions for 
paying benefits to approved trainees are bold under- 
takings to meet this need. 

One of the major contributions of the unemploy- 
ment insurance system to the economic health of the 
Nation is the sense of security or assurance fostered in 
the individual worker and in the community concern- 
ing the hazards of unemployment. This sense of se- 
curity rests in good part on public confidence that the 
employment security program is soundly conceived and 
professionally administered. I believe that the enlarge- 
ment in our knowledge and the perception of better 
performance of our current duties, coupled with the 
recent enactment of new responsibilities, will enable 
our program to be carried out more realisticly and more 
effectively—that is, if we put ourselves into proper 
shape and trim. The current reorganizations are a 
major step in that direction. 


Employment Security Review 





New Guidelines for 
Unemployment Insurance 


NEMPLOYMENT INSURANCE is one of sev- 

eral techniques or social institutions which nations 
have devised for dealing with the problem of loss of 
income due to unemployment. At different times and 
in different places, other measures such as expanded 
public works, various forms of work relief or work 
projects, and varieties of public assistance have been 
utilized to deal with this social problem. 

Unemployment insurance itself has played varying 
roles. Sometimes, as in Great Britain during the 
1920's and early thirties, it was the major instrument 
for providing income to the vast majority of the un- 
employed, this result being attained by increasing the 
benefits and extending duration, at one time indefi- 
nitely. Sometimes, as in the early years of unemploy- 
ment insurance in the United States, it played a 
relatively minor role, largely due to the limited cov- 
erage and very short benefit durations. Twice in 
recent years efforts have been made in this country 
to use unemployment insurance to carry a larger 
share of the job of income maintenance during reces- 
sions by extending duration for a limited period with 
aid from the Federal Government. It is not surprising, 
therefore, that increasing attention is being paid to 
the question of what is the most appropriate role for 
unemployment insurance among the various available 
measures for dealing with income loss due to 
unemployment. 

Two stubborn facts immediately face us. There are 
different types of unemployment and different types 
of employed workers. In this brief article, attention 
can be drawn only to some of the more important of 
these differences. 


Types of Unemployment 


It is possible, conceptually, to identify short-period 
unemployment due to frictional factors in our econ- 
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By EVELINE M. BURNS 
Professor of Social Work 
New York School of Social Work 
Columbia University 


omy. At all times there are changes in consumers’ 
tastes or methods of production which throw workers 
out of jobs. If the economy as a whole is in a healthy 
state, these workers will normally find other employ- 
ment in expanding industries. On the one hand, 
there is seasonal unemployment, which for our pur- 
poses may be of two types: A working period longer 
than the unemployment season, as in building con- 
struction or the clothing industry, or the reverse, as 
in the canning industry or the Christmas retail trade. 

On the other hand, unemployment may be long- 
continued and here, too, we can distinguish several 
types. It may be recession unemployment, affecting 
workers in a wide variety of occupations and indus- 
tries, for whom the presumption is that, once the 
economy revives, the vast majority of unemployed 
will be reabsorbed in their previous types of activity. 
Or it may be due to a permanent decline in demand for 
the type of skill or occupation of the worker. Ex- 
amples of this type of unemployment are the un- 
employed in depressed areas or workers whose jobs 
have become extinct due to technological change. 
Here there is no presumption of reabsorption in the 
old job even if the economy as a whole is in a state 
of full employment. A change of occupation, per- 
haps even acceptance of a lower paid type of work, 
and sometimes a change of place of employment is 
necessary for reemployment. Finally, there is a type 
of long-period unemployment which is due to the fact 
that certain workers possess characteristics that in 
the current state of employers’ preferences make them 
unacceptable for employment. 

Once again we can identify different kinds of long- 
period unemployment due to personal characteristics. 
It may be due to workers not possessing the education 
or skill called for by modern industry, as in the case of 
the long-time unemployed youth. If our Nation were 
willing to make the effort, this type of unemployment 
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could, of course, be greatly reduced by appropriate 
training programs and changes in our educational sys- 
tem. Other types of long-period unemployment due to 
personal characteristics are less easy to deal with, 
notably that attributable to employer discrimination 
against the older worker or the nonwhite worker as 
such, regardless of his skills or ability. Hitherto, the 
best hope for such workers has been the occurrence of 
excessively high demand for labor in general such as 
occurs during wars. 


Types of Employed Workers 


Our second problem arises from the fact that there 
are different types of employed workers. There is the 
worker who is normally employed full time and seeks 
full-time employment. And it is important to note 
that he (or she) does so because he looks to employ- 
ment to provide what he hopes will be an acceptable 
standard of living. From this point of view, there 
is no distinction between the father of the family who 
works to secure income to meet his family’s basic needs, 
or the mother who works or seeks full-time work to 
raise still further the family standard of living, or the 
son or daughter who also works or seeks full-time work 
to support himself or to enhance the well-being of the 
entire family or to save for the establishment of a 
family of his own. 

Secondly, there is the employed worker who works 
less than full time. It may be the married woman who 
works only half time because of the competing demand 
of her family responsibilities or for other reasons. It 
may be the worker who seeks employment only at cer- 
tain periods and at certain times of the year, such as 
workers who seek employment at the Christmas season, 
or, and this may well be an increasing group, OASI 
beneficiaries who work only enough to earn the maxi- 
mum amount permitted by the retirement test. But 
the worker who normally works only part time may 
also be the worker who has no intention of working 
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more than he has to to supply very minimum needs, 
who prefers more leisure to more income, if that in- 
come has to be secured by working. 

This brief analysis of the different types of unem- 
ployment and the different types of employed workers 
suggests that it is highly questionable whether any 
single technique, such as unemployment insurance, can 
be the answer to all the personal, economic, and social 
problems created by the fact of unemployment or not 
working. The challenge is to find the role that it can 
play most appropriately without introducing modifi- 
cations that change its essential character and without 
sacrificing the values which have accounted for its 
popularity. 


Uniqueness of UI 


The most fruitful way to approach this difficult ques- 
tion is to ask what are the features of unemployment 
insurance which make it unique and distinguish it 
from other ways of providing for the unemployed. In 
fact, there are several such features. 

First, it is a system in which benefit rights and the 
amount of the payment are defined with considerable 
legal specificity and so far as possible by reference to 
objective, rather than subjective, criteria. A worker's 
rights depend on the satisfaction of objective measur- 
able requirements and not on judgments as to his moti- 
vations or on facts about his personal life that are 
unrelated to hisemployment status. Thus as compared 
with public assistance, the element of administrative 
discretion is kept to a minimum. Even where, as in 
judging the suitability of work or the reasonableness 
of refusal job, the possibility of administrative 
discretion is sometimes unavoidable, every effort is 
made through the appeals machinery to develop a body 
of case law which establishes precedents and sets limits 
to discretion in the individual case. As we shall see, 
however, this feature of unemployment insurance 

reates problems when this system is applied to certain 
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types of unemployed workers and to workers with cer- 
tain employment patterns. 

Second, unemployment insurance is a system in 
which payments are made on the occurrence of a 
specifically defined form of income interruption, 
namely involuntary unemployment. This feature dis- 
tinguishes it from public assistance where need for in- 
come is the essential criterion regardless of the reason 
for loss of income. But the linkage of unemployment 
insurance with involuntary unemployment may set 
limits to the use of this institution because it is difficult 
to test the involuntary character of some types of non- 
working when reliance has to be placed on tests that 
are objective and keep administrative discretion to a 
minimum. For some types of short-period workers, it 
is indeed possible to avoid payment of benefits during 
periods when such people have no intention of working 
even if work is available, either by rigorous application 
of the offer of suitable work or by devising eligibility 
requirements that demand employment in more than 
one quarter. But while this may avoid payment to 
short-period workers in large labor markets, such rules 
may be unjust to workers where only one type of work 
is available and that of a highly seasonal kind. 

Illustrative of this would be rural areas or fishing 
villages engaged in canning or preparation of fish 
for the market. Here, there may well be workers who 
would gladly work for longer periods if work were only 
available. Whether or not unemployment insurance 
is made available to the latter type of worker becomes a 
matter of deliberate social choice. Some States deny 


unemployment insurance to such would-be workers by 
providing for nonpayment of benefits during the off- 


season: Others pay benefits even though they may be 
“rewarding” the person who would not work more 
than a brief time anyway; and they regard this as a 
cost which must be met in order not to deny benefits 
to the would-be full-time worker. 

Third, eligibility for unemployment insurance is de- 
termined, in principle, solely on the basis of past labor 
market attachment. This may be measured in terms 
of minimum earnings or of weeks worked distributed 
in some way over some defined previous period. Un- 
like public assistance applicants, the unemployment 
insurance claimant does not have to prove that he is in 
need. Nor, in the typical unemployment insurance 
system, does the applicant have to perform work in 
return for his payment or to undertake training or 
retraining or to move to some distant area or lower his 
wage level during the period for which normal unem- 
ployment benefits are payable. ‘The only requirements 
on him are that he conform to certain procedures or 
tests which have been devised to determine the in- 
voluntary character of unemployment or the degree of 
his past labor market attachment. 

It is, of course, this feature of unemployment in- 
surance that accounts for its popularity among workers 
and which causes them to think of their benefit as a 
“right.” But it is also this feature which may set limits 
to the role of the system in the total complex of meas- 
ures for dealing with loss of income due to unemploy- 
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ment. For it is not easy to devise objective tests of 
labor market attachment that neither exclude some 
genuine would-be workers nor admit to benefits people 
who in any realistic sense are no longer attached to the 
labor market. 

Illustrative of the first group is the young worker 
newly entering the labor market who unsuccessfully 
seeks a job but for this very reason can show no 
‘previous covered employment,” or the normally reg- 
ularly employed worker hit by prolonged recession 
unemployment who has exhausted his benefit rights. 
The second group can be illustrated by the older 
worker who has been long unemployed and is to all 
intents and purposes “unemployable” or the worker 
who regularly works for a brief period just long enough 
to secure eligibility but who has no intention of work- 
ing throughout the year. 

Furthermore, the absence of pressures on the worker 
during his period of benefit eligibility to change his 
kind of work or adjust to a lower paid job raises real 
problems for society as a whole in cases where it seems 
unlikely that demand for the worker’s specific skills and 
abilities is likely to revive, but where other lines of 
activity are seeking employees. At some point, the 
question must arise whether some pressure should be 
put on the worker to adjust to a changed demand for 
his services, i.e., whether some other system for meeting 
his unemployment problem would not be more 
appropriate. 

A fourth distinguishing feature of unemployment in- 
surance is that the benefit takes the form of a cash 
payment usually related to the worker’s previous earn- 
ings, but is typically less than 100 percent thereof. 
This feature distinguishes the system from public works 
on the one hand, where the worker receives prevailing 
wages for the job he does, and from public assistance 
or “work for relief’ measures on the other, where the 
payment is determined by reference to the needs and 
resources of the worker and his family and may be more 
or less than the unemployment insurance benefit. 

This feature, too, has implications for the role of 
unemployment insurance. For while, as compared 
with public works, unemployment insurance yields 
a weekly payment that is less desirable from the 
worker’s viewpoint and also one that makes less of a 
contribution to sustaining general purchasing power, 
it has the advantage over public works that it does 
not restrict the availability of the worker should there 
be a revival of demand for his services in his own 
normal type of employment. This suggests that it is 
more suitable than public works for situations where 
there is reason to expect that the absence of a demand 
for a man’s services is likely to be of relatively short 
duration. On the other hand, the lower payment 
as compared with public works and also the fact that 
the payment is typically half or less than a man’s full- 
time wages and takes no account of his needs raise 
some questions as to the appropriateness of using 
unemployment insurance to deal with long-continued 
unemployment. For a benefit equal to 50 percent 
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of wages may be appropriate if a man is unemployed 
only a short time. He can defer certain types of ex- 
penditure and he may be able to borrow or draw on 
savings. But the longer unemployment continues, 
the less are these expedients possible. At some stage, 
his resources will be exhausted and he will require a 
payment that is higher or takes account of his needs. 

A fifth distinguishing feature of unemployment in- 
surance in the United States is that it is financed 
almost exclusively by taxes on employers’ payrolls, 
which taxes in turn are likely to vary from employer 
to employer as a result of the individual State’s ex- 
perience-rating system. This feature, too, has a bear- 
ing on the role of unemployment insurance since the 
incidence and economic impact of such taxes differ 
in important respects from those of many taxes that 
are the mainstay of the general revenues of either 
State or Federal Government. In particular, their 
impact, though not necessarily their long-run inci- 
dence, falls directly on employers as a cost of doing 
business and may influence crucial decisions to expand 
or contract operations. To the extent that it is pos- 
sible to identify certain types of unemployment as 
being within the control of the individual employer, 
a case can be made for throwing the benefit costs of 
such unemployment on employers. The reasoning is 
that such taxes may act as an incentive to stabilize, 
because generally it is believed that the selling price 
of each product should cover the full cost of its pro- 
duction, including the cost of any unemployment as- 
sociated therewith. 

It is doubtful whether any of the experience-rating 
formulas now in operation are sufficiently refined and 
discriminating to achieve either of these objectives. 
But even if they were, these justifications for throwing 
the cost of unemployment benefits solely on employers 
cannot be urged in the case of long-period unemploy- 
ment, more especially that which is characteristic of 
a prolonged recession or of unemployment in depressed 
areas or in declining industries where an individual 
employer has almost no control. 

It is evident from the above list of characteristics 
that unemployment insurance is a unique income- 
security institution clearly differentiated from others 
that might be utilized to deal with income loss due to 
unemployment. It is important to note, however, that 
the major differences hinge upon the nature of the 
benefits and the terms on which benefits are avail- 
able. The financing arrangements are secondary. In 
some countries the costs are shared by employers and 
workers (in the United States, workers’ contributions 
are utilized in three States). In others, as in Great 
Britain, there is also support from the general tax- 
payer. In other words, the financing is adapted to 
the role which the society desires such a benefit-and- 
eligibility system to play, and it is to the nature of the 
benefits and the conditions of eligibility that we must 
look in seeking an answer to the question which is the 
subject of this article. 
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Guidelines for the Future 


The most obvious conclusion suggested by this analy- 
sis is that unemployment insurance is peculiarly well 
suited to meet needs for income during periods of short- 
run unemployment. The length of time for which this 
type of benefit is payable will depend on the one hand 
on prevailing patterns of essentially frictional unem- 
ployment in our society. On the other hand, it will 
probably never be possible, without introducing some 
consideration of motivation or family relationships, 
both of which would undermine the essential value of 
unemployment insurance, to avoid making payments 
to some people whose unemployment is not involuntary 
or who have no prospects of reemployment in their 
previous occupation. Hence a limit to duration must 
be seen as putting a limit to this risk run by society 
asa whole. Thus 15 weeks, the limit in our early laws, 
seems obviously too short to make a significant contri- 
bution to the income needs of millions of workers af- 
fected by frictional unemployment in our complicated 
economy. On the other hand, normal benefit duration 
of 40 or more weeks may be too long, both because it 
intensifies the risk run by society in making payments 
to those who do not want year-round employment, and 
because after so long a period of not working, there is 
a presumption that an effort must be made to equip the 
worker for a different type of work and also, probably, 
to provide him with an income that is larger than that 
provided by the typical unemployment insurance 
benefit. 

Wherever this limit is set, whether it be 26 or 39 
weeks or some point in between, it implies a decision 
that unemployment insurance is not a suitable in- 
strument for meeting the income and other needs of 
certain kinds of unemployed workers. Who will they 
be? In periods of recession they will be mainly those 
who have exhausted unemployment insurance benefits. 
In normal times, they will be the so-called persistently 
unemployed, workers in depressed areas or those whose 
jobs will never revive, or workers ill equipped for the 
needs of the contemporary labor market, or even some 
nonworkers who for parts of the year are in this cate- 
gory by choice. 

Considerations of the long-run interests of society 
and of the individuals concerned suggest that other 
policies must now be applied. Benefits higher than 
the typical unemployment insurance benefit may be 
necessary. Also society may demand more rigorous 
testing of the genuineness of the desire for work than 
is possible under the formal, objective tests of un- 
employment insurance. If there is a long continued 
recession, the community may even decide to ration 
the help it provides by requiring some form of needs 
test (one form of which would be a decision to limit 
payments to “primary” workers). On the other hand, 
of course, a society that attaches importance to the 
concept of maintaining purchasing power would aim 
to replace as much as possible of lost earnings regard- 
less of the reasons why people entered the labor market 
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in the first instance. Some workers, unemployed be- 
yond the unemployment insurance benefit period, need 
training or retraining, and some of them may need 
to be motivated to undertake such training either by 
offering a higher payment than the typical benefit 
while in training or by the threat of loss of socially pro- 
vided income in the event they refuse to be trained. 
For some long-period unemployed, especially among 
the older groups or workers in depressed areas, a 
program of public works may be indicated. 

3ut whatever the specific policies applied (and their 
nature and application would demand much more 
refined analyses of both the characteristics of labor 
markets and of the unemployed than we now possess) , 
the important point is that for these types of workers 
unemployment insurance is not the most appropriate 
form of social provision. We may find ourselves using 
unemployment insurance to meet the income needs 
of such people because at the moment nothing else 
is available, but we should recognize that in doing so 
we are bowing to an inadequacy of social planning 
and may well be endangering the integrity of unem- 
ployment insurance itself. For as this social invention 
is stretched to meet inappropriate problems, there is 
a danger that modifications will be introduced for the 
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‘extended benefits” and these may later be transferred 
to “normal benefits.” Herein lies the danger, for 
example, of proposals to distinguish between the pri- 
mary and the secondary wage earner in extended 
benefits. 

This conclusion has implications also for the re- 
spective roles of the Federal and the State govern- 
ments. It suggests that State responsibility should be 
limited to unemployment insurance proper, restricted 
in scope as here outlined and the States should be 
required by Federal standards to pay benefits for this 
defined minimum duration. The Federal Govern- 
ment should accept responsibility for economic sup- 
port and other measures for the unemployed who 
exhaust State benefits. Many of the measures that 
are necessary, such as retraining, relocation, area re- 
development, and expanded public works call for 
planning and development on a nationwide scale. 
Furthermore, the States are committed to financing 
unemployment by taxes on payrolls which are pe- 
culiarly inappropriate for financing long-continued re- 
cession unemployment, unemployment that is con- 
centrated in particular States or areas, or measures 
for reabsorbing the unemployed which might take 
the form of training, relocation, area redevelopment, 
or public works. 





Impact of Changing Economy 
on Unemployment Insurance 


LJ NEMPLOYMENT INSURANCE and its con- 
tribution to our economy and to our society are 
being evaluated more soberly and critically than ever 
before. Many developments in our changing society 
during the past quarter century make it desirable to 
reevaluate long-term goals, the progress made thus far 
in achieving them, and new approaches which may 
help to achieve them more successfully under existing 
and future conditions. 

The overall general goal has been two-fold: (1) to 
protect workers against hardships when out of work, 
by replacing a portion of their wage loss, and thereby 

2) to contribute toward economic stability by support- 
ing purchasing power. The following discussion high- 
lights a number of considerations which should be 
taken into account in any reevaluation of these major 
goals and of the subsidiary objectives necessary to 
achieving them. 


Some Public Reactions 


Some of the criticisms and complaints lodged 
against the system come from employers, both as 
taxpayers and as beneficiaries of the purchasing 
power of benefit payments and the effect of such 
payments in keeping their own laid-off workers 
available for recall. Criticism also arises from workers 
as benefit recipients; from public administrators of 
unemployment insurance and employment services ex- 
amining the system from the “inside”; from students 
examining the system from the “outside” ; from would- 
be employers of jobless workers who are receiving 
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benefits; from labor organizations; and from that 
shadowy but very real entity, the “general public.” 

From all these sources, one hears that the system is 
not protecting enough people for long enough periods, 
or by means of large enough weekly amounts; that it is 
paying benefits to people who shouldn't get them at 
all, for periods which are too long, or in amounts which 
are too high. Other points concern the division of re- 
sponsibility between Federal and State governments, 
the financing of benefits and administration, the func- 
tioning of 52 separate systems (including Puerto Rico 
and the District of Columbia) which deal with a na- 
tionwide problem of unemployment, and the relation- 
ship of unemployment insurance to other income- 
maintenance programs, and to measures for training, 
retraining, and otherwise improving and restoring the 
employment potential of our human resources. 

Many criticisms overlook the effective role which 
the program has played over the last quarter century, 
in good times and bad, as a first line of defense against 
unemployment, in contrast with the measures available 
before the system came into being. Some also ignore 
the bargain price which society pays for this protec- 
tion—probably not more than 3 cents per man-hour 
as compared to the higher payroll-hour cost of many 
less basic and valuable fringe benefits. 

Certain criticisms of the program’s deficiencies may 
be attributed, in part, to an affluent society’s difficulty 
in accepting the notion of large-scale or long-term un- 
employment. General prosperity and rising living 
standards in a population which includes many who 
have never had firsthand experience with long-term 


*Mr. Booth was formerly Chief of the Office of Program and Legislation, Unemployment Insurance Service, Bureau of Employment Security. 
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unemployment are bound to produce some lack of 
sympathetic understanding of the problems of the 
unemployed. That this must handicap the considera- 
tion given to proposed remedial measures is evident. 
On the other hand, impatience with large-scale and 
extended unemployment is healthy; to accept it as 
normal could dull the efforts to discover and carry out 
solutions to unemployment problems. Other criticisms 
reflect differences in goals, in assessment of our progress 
in attaining them, and in priorities as to remedial 
action. 

The widespread criticism and parallel interest in un- 
employment insurance are readily understandable in 
the face of general concern over the high level of un- 
employment and large number of long-term unem- 
ployed. The number of unemployed workers has not 
fallen below 31% million since early 1958, has remained 
above 442 million during all of last year, and now re- 
mains close to 4 million. No fewer than 14% million 
have been out of work for 15 weeks or longer during 
the past 2 years, half of this number having been jobless 
Only recently and for the 
first time since late in 1960 has the rate of unemploy- 
ment fallen below 6 percent. 


for more than 6 months. 


Over the past 10 years, the country went through 
the 1954 recession with about 21 million unemployed, 
the 1958 recession with 3% million, and the 1961 
recession with nearly 5 million workers unemployed. 

What then are the new challenges facing the system, 
arising out of changes during the past quarter century, 
and how can the system more effectively protect un- 
employed workers and their families and help stabilize 
the economy? 

Labor Force Changes 


Changes taking place in the composition and 
mobility of the labor force influence the system’s effec- 


tiveness. Participation of older men in the work force 


has decreased, while older women and part-time work- 
ers are employed in greater numbers than ever before ; 
this may be expected to continue. The employment 
prospects of unskilled workers are declining, in com- 
parison to those of skilled workers, technicians, and 
professional and service workers. Older workers, 
youths, and nonwhites tend to become unemployed in 
greater numbers, for longer periods, or both, than the 
rest of the working population; the effectiveness of the 
unemployment insurance system for them is far from 
satisfactory. We need to study whether special 
arrangements should be developed in order to deal 
with their unemployment and benefit protection. The 
fact that such groups remain out of work longer than 
others, whether under recession conditions or in de- 
pressed areas, raises the question of how long unem- 
ployment benefits should be paid—on the basis of what 
record of recent employment—and upon what special 
conditions, if any, as to suitability of work offered in a 
new occupation, new location, different wage and earn- 
ings potential, and what conditions, if any, as to 
training. 

The heavier incidence and duration of unemploy- 
ment among the nonwhite sector of the working popu- 
lation are getting more attention as they should. As 
competitors in the labor market, too many Negroes 
have been handicapped in basic education and occu- 
pational skills, training, and work experience. Since 
a higher proportion are unemployed for longer periods 
than is true of white workers, their benefits are less 
likely to carry them over between jobs, especially when 
their unsteady jobs and their lower earnings have built 
up lesser benefit rights. 

W orkers under 25 as a group in the labor force are 
also among those least protected by unemployment in- 
surance, for the most part because they have not 
worked long enough in covered employment. Per- 
haps as many as one out of every two unemployed 
workers who are not receiving benefits at any given 


the number of workers will grow faster, by nearly 20% 


The increase in the number of 
workers during the 1960’s will 
be by far the largest for any 
10-year period in our history— 
50 percent greater than during 
the 1950's. 
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up 13.5 million to 87 million in 1970 
LABOR FORCE GROWTH 1930-1970 


MILLIONS 

















the number of women workers will increase 


at nearly twice the rate for men 


PERCENT OF WOMEN IN EACH AGE GROUP ed 
WHO WiLL BE iL] THE LABOR FORCE IN 1970 4 By 1970, there will be about 30 


million women workers, 6 mil- 
lion more thanin 1960. This rep- 
resents a 25percent increase for 





time is under 25 years old. This raises the question of 
“special” unemployment insurance qualifying require- 
ments for new entrants to the labor force, or perhaps 
measures other than unemployment insurance. 

The increased participation of women in the covered 
labor force has caused attention to be focused, more 
and more, on certain special problems of benefit en- 
titlkement concerning these workers.. Our program has 
found it difficult to come up with satisfactory answers 
to questions related to the labor force attachment of 
women workers which arise when they are out of 
work and file benefit claims just before and immedi- 
ately after marriage, and during and after pregnancy 

So long as women, including older married women, 
form an increasingly essential part of our labor force, 
including industries and occupations where in the 
past they were found but rarely, the rationalizations 
underlying special disqualifications and availability 
tests for women will meet with more and more skepti- 
cism. Our folklore regards women workers as “‘sec- 
ondary wage-earners,” presumes the presence of a 
male worker in the household, and presumes further 
that women’s earnings are used primarily for non- 
essential or luxury expenditures. Such widespread 
beliefs tend to be used to justify proposals for different 
and higher qualifying requirements or for lesser bene- 
fit protection for “secondary” than for “primary” wage 
earners, and, if not for regular benefits under State 
law, then for extended benefit duration, whether un- 
der State or Federal law. In fact, women workers 
do move in and out of the labor force more frequently 
than men, and this may be accounted for by the lighte1 
pressure on some of them to work steadily when there 
are other wage earners in the household. Too, women 
workers have other family members dependent upon 
them for support. As is shown in the Bureau’s recent 
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women, as compared to a 15 per- 
cent increase for men, 

One out of every three workers 
will be a woman, 

Except for teenage girls (most 
of them still in school) and wom- 
en 65 and over (most of them 
either retired or past -w orking 
age), at least two out of every 
five women in 1970 will be in the 
labor force. 

Among women whose children 
are in school or past school age, 
the proportion who work will be 
much higher than now, 





analysis of claimants receiving TEUC in May 1961, 
at least one of every four secondary earner claimants 
virtually all of them women) in 15 States had one 
or more dependents;* the same was true of one of 
every five on a nationwide basis. So long as women 
workers are engaged increasingly in employments 
which give rise to unemployment benefit rights, the 
system ought to make sure that it takes account of the 
facts (as well as the folklore) concerning their par- 
ticipation in the labor force and in the insured worker 
population 
Seasonality 


Other problems concern the employment of men and 
women in occupations and industries where work 
opportunities have not permitted year-round work. 
Better information on employment, earnings, and un- 
employment patterns of those who make their living, 
wholly or partly, in seasonal work, would make it more 
feasible to assess the extent to which unemployment 
insurance can be utilized effectively to deal with their 
unemployment and underemployment problems. We 
are told that the growing tendency toward year-round 
employment in many types of work formerly available 
for shorter periods, especially in food processing in- 
dustries, indicates that our seasonal worker “problem 
area” may be on the decline; yet it is not likely that this 
troublesome problem is about to vanish. 

Some States which had attempted to deal with 
problems of benefit entitlement concerning seasonal 
workers through the use of special legislative, regula- 
tory, and procedural arrangements, have dropped 


*U.S. Department of Labor, Bureau of Employment Secu- 
rity. “Family Characteristics of the Long-Term Unemploy- 
ment,” BES U-207-2, April 1962, p. 71. 
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them as excessively unwieldy for handling the small 
number of people involved, and continue to seek a 
more satisfactory solution. Some of these States and 
others have adopted successively more stringent quali- 
fying requirements for all claimants, in the hope of 
thereby excluding seasonal workers with brief em- 
ployment records. Experience indicates, however, that 
some seasonal workers have not been excluded; yet 
some nonseasonal workers fail to qualify for benefits 
when their records of recent earnings and employment 
reflect unemployment due to recession conditions, or to 
illness or injury. 

Dissatisfaction of workers, employers, and adminis- 
trators with existing arrangements thus makes it 
important to look into the role which unemployment 
insurance plays in filling the need for wage-loss protec- 
tion of seasonal workers during their periods of jobless- 
ness, and also to examine the question of whether and 
what kind of special legal or administrative arrange- 
ments are necessary for them. 


Interstate Movement 


The geographic (as well as occupational) mobility 
of the work force, a major contributing factor to west- 
ward population and industry expansion, has also 
thrown up tests of the capacity of a 50-State system to 
behave like a single system. This has been highlighted 
in the repeated advance and retreat of waves of workers 
between Kentucky, Tennessee, and Arkansas, and 
the industrial centers in the Great Lakes States, with 
alternating boom and bust employment conditions. 
In both movements, workers who have built up bene- 
fit rights in more than one State, or in a different State 
than the one where they find themselves when out of 
work, have been disadvantaged with respect to their 
substantive benefit rights, the application of special 


availability, or disqualification tests, and particularly 


with respect to delays in payment of benefits and 
adjudication of disputed claims. In this respect, the 
system’s “know-how” in prompt and effective handling 
and processing of paperwork has displayed many 
weaknesses. 


Interstate Cost Differentials 


Substantial interstate differences in the incidence of 
unemployment have made it increasingly difficult for 
States with high unemployment rates to provide ade- 
quate benefits for their workers without causing tax 
rates to go so high as to lead to complaints that their 
employers will be placed at a competitive interstate 
disadvantage. The principle that each State bears 
full responsibility for all the costs of unemployment 
compensation payable to its workers requires reexam- 
ination, together with the question whether there 
should be some sharing of costs on a national basis 
through reinsurance or equalization grants to States 
with high benefit costs. 
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Many more persons work at some time during the year 
than are employed at any one time. Most of them enter 
the labor force for a short while only, to help meet the 
demand for part-time and seasonal workers. Others are 
beginning or ending their work careers. 




















== ~——iMILLIONS OF WORKERS 
= CHANGE JOBS 


For example, in a recent year, more than 8 million differ- 
ent workers changed jobs. 


These 8 million workers made 114% million job 
changes. 
About 2/3 of these job changes were to a com- 
pletely different industry. 
About % of them were to a completely different 


occupation group. 


=| MILLIONS OF WORKERS MOVE 
= _—- FROM ONE PLACE TO ANOTHER 


About 7 percent of all male workers are now living in a 
county different from the one they were in the year before. 
More than half of them are also now living in a different 


State. 


During the 1958 and 1961 recessions, when more 
than 2! million claimants in a single year used up their 
State benefit entitlement before they could find work, 
the Federal Government acted to provide them up to 
3 months’ additional benefit protection. While each 
State participating in the 1958 program (TUC) bore 
its own benefit costs for the extended duration, the 
costs of the 1961 program (TEUC) were shared by 
all States. With substantial unemployment levels fore- 
cast for the immediate future, pressures will continue to 
build up for greater equality of benefit protection 
among States whose resources for meeting the costs of 
such unemployment do not match the unemployment 
which they experience. In consequence, we shall con- 
tinue to need new approaches, from time to time, in 
the sharing of costs between the States and the Federal 
Government. 


Economic Stabilization 


Over the past 25 years, the goals of the National 
Government for achieving and maintaining economi 
stability have been enlarged, as illustrated, for example, 
by the Employment Act of 1946. Since early 1961, 
a number of measures have been enacted which deal 
directly with improvement of employment opportuni- 
ties, such as the Area Redevelopment Act, and with 
improvement of our manpower potential, such as the 
Manpower Development and Training Act. Other 
recent legislation enactments concern the income 
maintenance needs of unemployed workers, including 
the 1961 temporary extension of unemployment in- 
surance and the extension of the Aid to Dependent 
Children (ADC) program to families where depend- 
ency of children arises from a parent’s unemployment. 
The Congress has also been considering other related 
measures, such as the Youth Employment Opportu- 
nities Act, and the standby Public Works program. 
In the face of action taken or proposed in these areas, 
there is a challenge to ensure that unemployment in- 
surance policies on coverage, financing, eligibility con- 
ditions, and weekly benefit level and duration will give 
aid and support to other measures designed to 
strengthen our economic stability. 


Coverage Exclusions 


A major weakness is due to the fact that work in 
some 14 million jobs (agriculture, State and local gov- 
ernment, small firms, nonprofit organizations, etc. 
does not give rise to benefit rights. Such work pro- 
vides the entire, or partial, livelihood of possibly some 
17 million different workers—because of job turnover 
and movement in and out of insured work during the 
course of the year. This gap weakens the effective- 
ness of the system to provide family security and as an 
economic stabilizer particularly in areas, such as small 
towns, where a substantial part of all jobs are outside 
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the system. ‘The effect of continued exclusion of work 
in these jobs of some $10 billion in wages from the tax 
base also merits examination. We need to find a more 
effective device to encourage action to close this gap. 


Weekly Benefits 


It is widely (but not unanimously) agreed that 
weekly benefits have failed to keep pace with rising 
wages over the past 2 decades; the Council of Eco- 
nomic Advisers, the Committee on Economic De- 
velopment, congressional committees, and _ labor 
organizations, among others, have pointed to this as a 
major weakness in the system. Statutory ceilings on 
the maximum weekly payment have been the major 
obstacle to achievement of one of the system’s major 
replacement of at least 50 percent of the jobless 
worker's wage loss. On January 1, 1961, for example, 
the statutory maximum amount payable in 46 States 
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was so low that it would not have replaced half the 
weekly wages of those who earn no more than the 
statewide average. While a few States are keeping 
their statutory maximum amounts from falling even 
further behind wages through the use of automatic 
escalator clauses, the number is so small and is increas- 
ing so slowly that this device, alone, cannot be relied 
upon to enable the program to achieve its purpose. 
Here, as in other areas, advances in one State have 
been held back because of the fear that high benefit 
costs would adversely affect its ability to attract and 
retain businesses seeking a “favorable business climate.” 

Many of those who agree on the desirability of 
higher weekly benefits are concerned, nonetheless, that 
they not raise so high as to weaken work incentives. 
The increasing “bite” of Federal and State income 
taxes during the past 2 decades has led to suggestions 
modifying the level of wage loss protection provided 
by unemployment insurance, in that gross wages are 
now substantially greater than net wages, as compared 
with earlier years. The extent to which the determina- 
tion of the level of weekly benefits should take account 
of this difference between gross and net wages, as well 
as of “fringe” benefits which the workers lose upon 
layoff or during unemployment, would be included in 
any program reevaluation. Equally relevant to a con- 
sideration of weekly benefit levels is the role, if any, 
which should be played by allowances for dependents. 
While some may regard such allowances as an answer 
to the existing low level of weekly payments which 
family heads are receiving, it would appear that de- 
pendents’ allowances serve their purpose best as a 
supplement to adequate weekly benefits rather than 
as a substitute for them. 


Qualifying Requirements 


Some of the foregoing observations bear on the ques- 
tion of how much recent work and wages on the part 
of a jobless worker should be necessary as evidence of 
sufficient labor market attachment to justify unem- 
ployment insurance protection. Yet existing require- 
ments, as noted, do not limit the system’s protection 
only to those who have had substantial earnings and 
work in insured employment; many States admit to 
benefits workers who have earned during a 12-month 
period the flat dollar figure stated in the law—which 
may be as low as $300 (even if twice as high, or 
$600)—and could have been earned in as few as 6 
weeks. While requirements as to earnings in a past 
period have been made more exacting in some States 
in the hope of finding easier solutions to perplexing 
administrative problems concerning claimants who 
present questionable evidence of current attachment 
to the labor force, they have failed to do so. For 
example, evidence that a worker had 16 weeks of work 
and earned $300 last year does not necessarily make 
him less available for work today than if he had worked 
50 weeks in each of the last 5 years. 


August 1962 


Experience with the full range of qualifying require- 
ments and their close relationship to coverage and 
duration provisions will form one of the more im- 
portant subjects of study in any reevaluation of the 
system’s operations. To make such a study most useful, 
it should examine the effect of even more stringent 
qualifying requirements upon general assistance pro- 
grams. Many individuals who now become entitled 
to unemployment compensation for only a few weeks, 
having met the loose requirements of their State laws 
by earnings in covered work over a brief period, could 
conceivably be excluded from unemployment compen- 
sation protection entirely by more stringent require- 
ments and thus clearly fall within the purview of public 
assistance. We have seen little evidence thus far of a 
disposition by local and State officials to shift the 
burden of any family dependency, which would result 
from such “tightening up” of unemployment insurance, 
to the public assistance system. Opinions will differ 
on whether all this justifies the continued protection 
of a few marginal workers under unemployment 
insurance. 


Supplementary and Related Programs 


Over the past quarter century, new arrangements, 
created by law or by collective bargaining, have devel- 
oped and been more widely applied, including supple- 
mentary unemployment benefits, severance pay, paid 
vacations, wages in lieu of notice, as well as protection 
against the contingencies of illness and old age. These 
programs and institutions were either nonexistent in 
the early years of unemployment insurance, or affected 
few people covered by the system. The proper rela- 
tionship of unemployment insurance payments to pay- 
ments under these public and private programs needs 
reexamination, as unemployment insurance recipients 
are more and more frequently entitled to receive such 
payments. 

Such reexamination should, no doubt, take account 
of the effect upon unemployment insurance of the 
absence of widespread protection against the contin- 
gencies of non-work-connected disability, and the 
limited protection afforded by public assistance to 
families which include employables who are unem- 
ployed. It might well include, also, consideration of 
the respective roles of unemployment insurance and 
public assistance, and of the possible need for a new 
system of unemployment assistance somewhere in be- 
tween unemployment insurance and public assistance. 

If measures for extended unemployment benefits, 
for stimulating training and retraining, and for aid to 
communities and industries in promoting job oppor- 
tunities are to be effective (such as the Area Redevel- 
opment and Manpower Development and Training 
Act and the readjustment features of the proposed 
trade expansion bill), they must support one another 
in a coordinated fashion. In particular, unemploy- 
ment insurance and other income maintenance pro- 
grams must support training, retraining, and similar 
programs for increasing the employment potential of 
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unemployed workers. No constructive long-term solu- 
tion lies in the continued payment of unemployment 
benefits to provide income support. When benefit 
payments terminate, adjustment to labor market re- 
quirements still remains. To deny regular unemploy- 
ment benefits, as many States have done, to workers 
who enter training courses so as to improve their 
chances of finding work, even when workers do so 
at the suggestion of the same agency which has denied 
them benefits, places these programs at cross purposes. 
Correction of this anomaly appears elementary. For 
a great many workers, the preferable choice would 
seem to be more effective assistance in finding work, 
or in such education, training, retraining, or relocation 
as would facilitate their reemployment. 


Improved Financing 


The frequency of recessions during the post-World 
War II period and the higher level of unemployment 
occurring between them have led to increased benefit 
These and other factors, together with the de- 
cline in effective tax rates (from the original 2.7 per- 
cent) under experience rating, point up the need for 
more realistic measures of solvency of State funds and 
more adequate financing of many of these funds. 
They also call for consideration of wider resources for 
financing unemployment benefits. The unrealistic 
continuation of the $3,000 limit on the tax base and 
utilization of worker and government contributions, 
as well as the possible need for State solvency stand- 
ards in Federal legislation, also require reevaluation. 
This appears all the more desirable, as Professor Burns 
recently pointed out, since the Social Security Act 
turned over to the States the yield from a 2.7-percent 
payroll tax “on the assumption that the States would 
use this resource to the full,” * to meet the needs due 
to unemployment. Experience has demonstrated, 
however, that the States have chosen to accept the 
responsibility for utilizing this tax resource only in 
part for the purpose intended, i.e., compensating wage 
loss during unemployment. Their tax rates have re- 
mained below 2 percent of total wages over a great 
many years, while liberal experience-rating provisions 
have, in effect, “saved” or returned a substantial por- 
tion of the potential revenue (which could have been 
used for benefit purposes) back to the employers. It 


costs. 


* Eveline M. Burns, “Unemployment and Workmen’s Com- 
pensation” Public Welfare, January 1962, p. 25. 


is here that the question of financial policy is closely 
related to the issue of a floor under weekly benefit 
levels and their duration. Reevaluation of such pol- 
icy appears all the more necessary in the light of pro- 
posals for Federal financing of benefit costs involved 
in compensating for long-term recession unemploy- 
ment and distressed areas. 


Federal-State Administration 


Experience in administration of the program has 
thrown into prominence a number of weaknesses in 
administration. The respective roles which the Fed- 
eral and State governments should occupy with respect 
to administrative and fiscal matters calls for reevalu- 
ation in order to assure that granted funds are utilized 
effectively and that the State governments carry the 
maximum responsibility for effective administration. 
Such a reevaluation might well include the basic legis- 
lation defining the areas of Federal and State responsi- 
bility and its interpretation, as well as the major areas 
in which administrative regulations and procedures 
spell out the application of Federal law. To accom- 
plish the task of overall reevaluation, it is vitally im- 
portant that we maintain a thoroughgoing research 
program which secures a variety of data on the char- 
acteristics and benefit experience of beneficiaries, as 
well as on the operations of the system. Sound policy 
formulation and program planning, development, 
analysis, and evaluation cannot be achieved without it. 


Conclusion 


We should delay no longer in considering the most 
favorable and desirable setting in which such reeval- 
uation should be conducted, by what group, how con- 
stituted, and with what terms of reference. It is 
here that a high-level study commission established by 
the President, the Secretary of Labor, or a con- 
gressional committee, could make a valuable contribu- 
tion to program evaluation and policy formulation. 
In any event, the foregoing presentation could aid 
in formulating a frame of reference for a reexam- 
ination of such areas as coverage extension, benefit 
adequacy, eligibility, and financing, with special ref- 
erence to the division of responsibility for “normal” 
and “long-extended” unemployment between State 
and Federal governments, and between unemployment 
insurance, public assistance, or conceivably, a new 
intermediate program. 
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Unemployment Insurance Financing: 
Problems and Prospects 


By RICHARD A, LESTER 


Chairman, Department of Economics and Professor of Economics 


HE division of opinion on the financing of unem- 

ployment compensation among management, labor 
leaders, academic experts, and government adminis- 
trators is much more pronounced and profound than 
is true of the other social insurances. 

Many factors help to explain this wide difference 
of opinion. One factor is that the unemployment 
taxes levied on employers vary widely among States, 
within particular industries in a State, and from year 
to year for many employers. With such a changing 
and differentiated tax burden, employers experience 
great difficulty in shifting it forward through higher 
product prices or backward through less favorable 
rates of pay. Another factor is that unemployment 
taxation, in addition to financing benefits, is intended 
to achieve a number of other objectives—employment 
stabilization, cost allocation according to presumed 
risk, employer policing of benefits, reduced taxes for 
employers, etc. Wide variation of opinion exists as 
to the relative importance of these different objectives. 

Another reason for the diversity of views is in- 
adequate knowledge. The available factual material 
has not been sufficiently examined and analyzed, and 
unfounded assertion combines with unreasoned con- 
clusion in a murk of misunderstanding. Perhaps in 
no other field has economic analysis shed so little 
clear and guiding light, largely because it has not 
been applied extensively and carefully, with attention 
to practical and institutional details. 

Three current issues in unemployment compensa- 
tion financing that will be considered here are: (1) 
The incidence and price effects of the unemployment 
tax on employers; (2) the proper adaptation of un- 
employment tax rates to changes in the business cycle; 
and (3) the enlargement of the taxable wage base 
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versus increases in the top rates as a means of providing 
more revenue. 

Perspective on taxes.—Consideration of financial is- 
sues requires that unemployment taxes be put in 
proper perspective. The magnitude of unemploy- 
ment taxation needs to be compared with that of other 
taxes, of wage increases, and of other fringe benefits. 
Also of significance are trends in relative cost burdens 
over the past 2 decades. 

Some comparative figures are supplied in table 1. 
They show that, in dollar amounts, employer taxes 
for unemployment compensation increased compara- 
tively little until 1958. Even in the peak year of 1961 
the tax rates were far below the 1938 or 1943 per- 
centage figures. That is in marked contrast to em- 
ployer taxes for Old Age, Survivors, and Disability 
Insurance, under which employers in 1958 were con- 
tributing $4 billion, or over twice as much as their 
contributions under unemployment compensation. 

Since 1943 the total of all tax collections has quad- 
rupled, whereas the total inflow from unemployment 
taxes increased only about 70 percent. In fact, the 
revenue from unemployment taxes has declined from 
6.1 percent of all Federal, State, and local tax revenue 
in 1938 and 4.6 percent in 1943 to 2.0 percent in 1960. 

During the past 2 decades, unemployment compen- 
sation taxes have also been declining relative to na- 
tional income or to total wages and salaries in covered 
employment. As the figures in table 1 indicate, State 
unemployment taxes have fallen from around 2.7 
percent of total payrolls in 1938 to about 1.2 percent 
of covered payrolls in 1961. 

Another way to gain perspective on unemployment 
compensation taxes is to compare them with other 
fringe benefits and with wage increases. Since 1947 
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Tas_e 1.—Unemployment Compensation and Other Taxes, 1938-61 (in billions) 





Unemployment Compensation 


Employer State tax as percent 


State and of— 

Federal 

employer 
taxes 


Total 


Taxable 
wages 


1938 
1943 
1948 
1953 , we 
1958 .8 35 
1960 88 
1961. . .10 


— 


Sources: Economic 
stract of the United States, 1959, p. 276; The Labor Market 
1961, p. 25; Annual Statistical Supplement for 1958, 1960, pp. 


1 Preliminary estimate. 


the Chamber of Commerce of the United States has 
made biennial surveys of the money costs of fringe 
benefits to employers. The 1959 survey, covering over 
1,000 firms with around 1.5 million employees, showed 
that Federal and State unemployment compensation 
taxes averaged 2.6 cents per payroll hour, or about 1 
percent of the payrolls of the surveyed firms. That 
compares with a total of 26 cents per payroll hour 
for all types of employee insurance benefits and pen- 
sions, which represented 14 percent of payrolls. 
Unemployment compensation costs in 1959 were thus 
only about one-tenth of the total cost of employee 
benefits in those particular companies. In addition, 
table 2 from the biennial surveys of the Chamber of 
Commerce shows no significant increase in Federal- 
State unemployment taxes as a percentage of total 
payroll during the past 12 years, and even in dollars 
per employee per year, the increase has not been 
great. 

Other comparisons indicate that unemployment 
compensation taxes averaging 2.6 cents per hour (or 
1 percent of payroll) are of relatively minor signifi- 
cance. For example, the total of the unemployment 
tax is much less than even the negotiated annual 
increases in wages, which have been averaging around 
8 cents per hour (or 3 to 4 percent of payroll) in 
recent years. 

The declining relative significance of total unem- 
ployment tax collections during the past 2 decades 
should be taken into account in any analysis of the 
economic consequences of that tax. 


1. The Incidence and Price Effects of the Tax 


Analysis of the effects of the unemployment com- 
pensation tax on costs and prices must take account 
of the highly differentiated impact of this tax on 
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Old-age and 
disability 
insurance 

taxes 


Total Federal, 
State and 
local taxes 


Corporation 
income and 
profits taxes 


Total wages 


Report to the President, January 1960, pp. 214, 219, and 220: Social Security Yearbook, 1943, p. 15; Statistical Ab- 
and Employment Security, November 1959, p. 18; Soctal Security Bulletin, April 
7, 8; and Annual Reports 


of the Commissioner of Internal Revenue. 


The size of the tax is uncertain 
from year to year and may be subject to sharp changes. 
Even for a firm with a given employment experience, 
the tax rate varies between States and usually over 
time within the State, partly because States have differ- 
ent systems of experience rating and because, in most 
States, an employer's tax rate also depends on the 
general condition of the State’s levels of benefits and 


employers’ payrolls. 


statutory provisions with respect to benefit eligibility 
and disqualification. 
Rate differences. 
on competing firms varies greatly among States and 
within a State. For instance, the average employer tax 
rate in 1960 was 0.54 percent in Colorado and 0.61 
percent in lowa, compared with 2.88 in Michigan and 


-The result is that the tax burden 


2.96 in Pennsylvania. Although interstate tax differ- 
ences within industries may not be so marked as the 
extremes in overall averages, the unemployment tax 


laste 2.—Unemployment Compensation Costs as a Percent of 


Payroll and in Dollars per Employee per year, 1947-61 


Percent of 
payroll 


Dollars per 


Year 
employee 


1947 
1949 
1951 
1953 
1955 
1957 
1959 
1960 
1961 


(') 
(!) 

$49 

42 

41 

44 

58 

68 

2 86 


1 Not available. 
2 Preliminary estimates. 


Employment Security Review 





rate differential for textile-mill products between the 
North and South, for example, ranged in 1960 from an 
average rate of 2.70 percent in Rhode Island and 3.37 
percent in Pennsylvania to 1.27 percent in Georgia 
and 0.73 percent in South Carolina. For important 
manufacturing States, the range in furniture and fix- 
tures production was from 0.93 percent in Virginia to 
2.65 in Michigan; in peroleum refining and related 
industries, from 0.43 percent in Texas to 2.00 in Penn- 
sylvania; and in transportation equipment (mostly 
autos), from 1.92 percent in California to 4.13 in 
Michigan." 

The variation in tax rates for competing firms in a 
single State is marked, as is evident from the reports 
of the States giving a detailed breakdown of employer 
accounts by tax categories. In all States, contract 
construction, lumber and wood products, and apparel 
are among the most unstable in employment and, 
therefore, among those with the highest average tax 
rate, whereas printing and publishing and insurance 
carriers have relatively stable employment and usually 
a low average tax rate. Nevertheless, a significant 
number of employers in four of those five industries 
were found at opposite ends of the extreme tax 
categories. 


*Unemployment Insurance Tax Rates by Industry, 1960, 
Bureau of Employment Security, U.S. Department of Labor, 
BES No. U-208, Washington, D.C., April 1962, pp. 6, 8, 10, 
and 14. 


For competing firms, the difference between a tax of 
0.1 percent and 2.7 percent of payroll certainly has 
economic significance. A tax differential of 0.25 to 
2.70 percent is also noteworthy. In the first case, some 
firms are paying a tax 27 times the rate charged their 
competitors; in the second case, firms in the same 
industry are being taxed at a rate about 12 times that 
levied on competing firms. Obviously, if a substantial 
section of an industry is at the lowest rate, it may be 
difficult for employers in that industry to shift more 
than the minimum tax to customers in the price of 
their products. Employers usually can raise prices, 
but the elasticity of demand may cause it to be against 
their economic interests to do so. 

The distribution of 1958 unemployment taxes paid 
by 1.4 million employers on some $102 billion of wages 
in 48 States under experience rating is indicated in 
table 3. As the table shows, the covered payroll is well 
distributed over a wide range of tax rates. In four 
States (Colorado, South Dakota, Hawaii, and Iowa), 
from 92 to 50 percent of the taxable payroll in 1958 
was represented by accounts that paid no State tax 
whatsoever. Thus, although in 1958 the average em- 
ployer tax rate was 1.35 percent of wages up to $3,000 
per person per year, relatively few firms were at the 
average. 

The possibilities and likelihood of forward tax shift- 
ing are also somewhat reduced by the year-to-year un- 
certainty and fluctuation in tax rates for unemploy- 


TOTAL AND INSURED UNEMPLOYMENT ! 


MILLIONS 
6 


TOTAL 2 
/ 


\ INSURED - ALL PROGRAMS 2”, 
| ~/ 


7 
INSURED - STATE PROGRAMS 


MILLIONS 
‘6 


(comparable week) 


Plotted threngh May 1962 





1953 1954 1955 1956 1957 


* Total unemployment includes Alaska and Hawaii beginning January 1960. 


1958 1959 1960 1961 1962 


Insured unemployment includes Alaska and Hawaii 


beginning July 1959 and Puerto Rico beginning January 1961. 


* Source: Bureau of the Census and Bureau of Labor Statistics. 


Data revised for past periods to conform to definitions effective 


January 1957. 


* Includes State, Veterans’, Ex-servicemen’s, Federal Civilian Employees’, and Railroad Programs. 


Also includes Federal and State 


programs for temporary extension of benefits beginning June 1958. 


August 1962 


19 





‘aBLE 3.—Distribution of Covered Wages According to 
Employer Tax Rates Under Experience Rating, 48 States, 
1958 


Percent of 
taxable wages 


State tax rate (percent) 


Source: The Labor Market and Employment Security, 
partment of Labor, November 1959, p. 15. 


ment compensation. Among the significant changes 
that have recently occurred in certain States are the 
following: A jump in the average tax rate during 
1958-1959 in California from 1.14 to 2.10 percent; 
Delaware from 0.63 to 1.82 percent; Florida, 0.77 to 
1.49 percent; Michigan, 1.05 to 2.15 percent; Ohio, 
0.75 to 1.39 percent; Virginia, 0.42 to 1.30 percent; 
and West Virginia, 1.17 to 2.10 percent. On the other 
hand, the average tax rate dropped in Colorado from 
0.71 to 0.45 percent (1958 to 1959) ; in Illinois from 
1.00 to 0.78 percent (1957 to 1958) ; and in Louisiana 
from 1.43 to 1.13 percent (1957 to 1958). In North 
Carolina it moved from 1.13 percent in 1953 to 1.52 
percent in 1954 and back to 1.13 percent in 1955. 

Of further interest with regard to the incidence of 
the unemployment tax is the fact that a number of 
the more stable, lower-taxed industries (with rela- 
tively low coefficients of tax rate dispersion) are among 
the more monopolistic ones, such as gas and electric 
utilities, telephones, banks, newspapers, and motion 
pictures. On the other hand, many of the highly com- 
petitive industries, such as contract construction, lum- 
ber, apparel, textiles, and food products, generally are 
more likely to pay the higher tax rates and to have a 
wide dispersion of employers along the full range of 
tax rates. In other words, the industries that seem 
least likely to be able to shift the tax are more fully 
represented in the higher tax brackets. That is partly 
because the tax rate distribution of employers in those 
competitive industries appears to lack, in most cases, 
a clear central tendency. Absence of a central tend- 
ency makes shifting of most of the tax to consumers 
more difficult and less likely than if the tax rates are 
bunched at a low level. 

Shifting of the tax —Under the circumstances, only 
a fraction of the unemployment compensation tax 
would seem to be subject to shifting. This potentially 
transferable part would consist of the following: (1) 
the uniform Federal tax of 0.3 percent (0.8 percent 
for 1963 and 1964) on all covered employers; (2) the 
minimum tax rate in the State, which in 1960 in 18 
States was zero or 0.1 percent; and (3) the difference 
between that minimum and a higher rate in those 
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cases only where a clear central tendency exists in the 
rate distribution for producers able to supply a 
common market. 

Factors that reduce the possibility of shifting the tax, 
in addition to industry dispersion of rates, are: (1) 
Yearly fluctuations in an employer’s rate, which can- 
not be forecast well in advance and may rise sharply 
during a recession when forward shifting is difficult; 
and (2) the relatively minor size of the unemployment 
compensation tax among total payroll costs and of 
expansions in such costs. 

If the above analysis is valid, perhaps no more than 
a third of the unemployment compensation tax bur- 
den (a total that in 1960 averaged 1.88 percent on a 
taxable wage base generally of $3,000) is shifted to 
consumers in prices. Certainly the shifted fraction 
would vary from industry to industry. Undoubtedly, 
most of the remainder is absorbed by the employers 
who are forced to do so primarily because of the dif- 
ferentiated character of the tax. In a sense, the Fed- 
eral Government bears a significant proportion of the 
unemployment tax because of the corporate net in- 
come tax which takes over 50 percent of net profits. 

Probably some fraction of the tax is ultimately 
shifted to employees in the sense that the unemploy- 
ment tax may slightly enhance the difficulty for unions 
to negotiate a large increase, or as large a wage in- 
crease in a particular firm as would have been the 
case if the company’s profits had not been curtailed by 
the tax. 

The conclusion that most of the unemployment 
compensation tax falls on the employer and is not 
shifted to consumers finds some support in the avail- 
able literature on the subject. Unfortunately, the 
conclusions of some writers with respect to the inci- 
dence of the unemployment tax were developed in 
the late 1930's before the great differentiation in em- 
ployer taxes occurred under experience rating. 

The difficulty that employers experience in shifting 
unemployment compensation taxes is one reason for 
their strenuous opposition to any increase in such 
taxes. Strong employer support for tax reduction un- 
der experience rating rests in no small measure on 
employer assumptions that such taxes reduce profits 
and do not permit increases in product prices that 
would offset a major portion of the tax. 

Price consequences.—In the light of the above 
analysis, the conclusion that businessmen will pass any 
increase in unemployment taxes on to consumers in 
the form of higher prices appears to be erroneous. 
If only one-third of the tax is potentially shiftable to 
consumers and if the (Federal and State) unemploy- 
ment compensation taxes average about 2.6 cents per 
hour worked, then the forward shiftable part of the 
tax would be equivalent to about nine-tenths of a 
cent per payroll hour. With an average wage of about 
$2.10 an hour in covered employment in 1960, the 
minimal character of the forward shiftable part of 
the unemployment taxes is evident. And the effect 
on total production cost is further reduced by the 
fact that labor costs represent about two-thirds of total 
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costs of production. Consequently, even if one as- 
sumes that most of the tax is shifted forward, the 
relative amounts are so small as to be practically 
ne*sligible. 

Thus, the claim that the price effect of unemploy- 
ment taxes has significant inflationary implications 
rests on most tenuous grounds. Economic analysis 
would seem to indicate that the inflationary impact 
of unemployment taxes under experience-rating as 
practiced is negligible. Use of an assumed direct re- 
lationship between unemployment taxes and prices 
as a basis for opposing improvements in unemployment 
compensation lacks much support from either empiri- 
cal evidence or systematic analysis. 


2. Tax Rates and the Business Cycle 


Cyclical aspects of the tax.—One problem of the 
unemployment compensation tax under experience 
rating is that the rate tends to vary inversely with 
phases of the business cycle, subject usually to a lag of 
a year. Such a pattern of variation, it is claimed, 
tends to accentuate the cycle by increasing the tax 
rate (or burden) in the midst of a recession and low- 
ering the rate during prosperous times when industry 
is best able to pay. Incidentally, such a pattern of 
cyclical variation may also help to make forward shift- 
ing of much of the tax to consumers difficult. 

That pattern of cyclical variation is evident in table 
4, which shows how the all-State average tax rate 
changed from year to year and how the individual 
State averages moved from the preceding year. In the 


table, it is clear that State tax rates generally rose from 


1949 to 1950 and again from 1950 to 1951, following 
the recession of 1949-1950 which reached its low 
point in the fall of 1949. In most States, the tax aver- 
ages declined from the previous year in 1952, 1953, 
and 1954. In general, they rose again in 1955 and 
1956, following the trough of the recession in mid- 
1954. In 1957 and 1958, there was only a slight 
tendency, on balance, for State tax rates to decline. 
In 1959, however, the average tax rate in most of the 
States rose, and in some jumped up sharply following 
the 1957-1958 recession which reached its bottom in 
the spring of 1958. 

The time lag in computing and applying employers’ 
tax rates did serve to reduce rates generally in 1954, 
a recession year. The rate adjustment was not so 
countercyclical in the 1949-50 recession, when tax 
rates generally were rising, or in the 1957—58 recession 
when, on balance, the rates remained about the same. 

Factors in cyclical fluctuation—The experience 
rating formulas in at least 33 States tend to raise the 
employer’s tax rate as his payroll expands and lower 
it as his payroll contracts. That is because his “tax- 
able payroll” is used as the denominator in calculating 
the employer's reserve ratio. Use of his payroll of 
the preceding year as the denominator instead of a 
3-year average (six States do use last year’s payrolls 
only) would increase the countercyclical effect of the 
tax action under experience rating. 
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TABLE 4.—Average of State Tax Rate and Direction of Change 
in States’ Average Rate From Previous Year, 1946-60 


Number of States in which average 
Average rate 
rate for all 
States 
(percent) Rose Fell Stayed 
unchanged 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
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Sources: Handbook of Unemployment Insurance Financial Data, 
1938-58, and yearly supplements thereto, and The Labor Market 
and Employment Security, U.S. Department of Labor, May 1961, 
Table 3, p. 14. 

1 Based on estimates carried to one figure beyond the decimal 
point. 


In addition to 3-year averaging, two other factors 
help to eliminate or even reverse the possibilities of 
countercyclical variation in tax amounts under these 
experience rating plans. In 31 States, a certain per- 
centage or absolute minimum balance in- the State 
fund is required for tax rate reduction, and employer 
tax rates may rise in steps as the State fund falls be- 
low certain levels. Thus, regardless of his individual 
reserve ratio, the employer’s tax rate may increase 
as the State fund declines in a recession and may de- 
cline as the fund builds up again in a boom 

The second factor weakening any countercyclical 
tax tendencies is the narrow taxable wage base. The 
0.04 percent (temporarily up to 0.8 percent) Federal 
tax and the taxes in all except six States are levied on 
only the first $3,000 earned a year. Most of the 
cyclical variation in payrolls now is in the part above 
$3,000. Even ina recession year like 1958, total wages 
in covered employment averaged $4,500 a year. Con- 
sequently, taxable payrolls vary less cyclically than total 
payrolls and are a lower percentage of total payrolls in 
boom periods than in recessions. In recessions, the tax 
burden is likely to rise as a percentage of the employer's 
total payroll and thus would be cyclically accentuating. 
In prosperous times, the narrow tax base and the 
buildup of reserves serve to reduce the tax burden in 
terms of total payroll. In addition, the element of 
delay in the application of changed rates and the 
very instability in tax rates and the tax burdens over 
time tend to be unstabilizing factors for business. 

To summarize, tax rates may have an adverse 
cyclical effect because their variation is influenced by 
experience rating formulas and by automatic changes 
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triggered by the size of the State’s fund. Appropriate 
cyclical fluctuation in the taxable wage base is pre- 
vented by the $3,000 limit. 

Rate stability as a goal—Generally speaking, tax 
rate stability over a business cycle would seem a more 
appropriate goal than the objective of a higher average 
rate in boom periods and a lower average rate in 
recessions. Not only would such a cyclically varying 
tax program encounter technical and political difficul- 
ties, but it would also result in additional year-to-year 
instability in the tax rate for individual employers. 
The technical difficulties largely consist of the delay 
involved in calculating individual employer rates and 
applying them to a subsequent 12-month period. The 
political difficulties stem mainly from the unwillingness 
of State legislatures to delegate the power to make tax 
increases as well as decreases and from employer re- 
sistance (perhaps shortsighted for well-established 
firms) to tax rate increases in good times (partly for 
fear that large reserves will lead to higher benefit 
levels J 

Weighing various aspects of the problem, the objec- 
tive of a stable State average tax appears to be most 
appropriate from the viewpoint of cyclical moderation 
or dampening. Under that kind of program, cyclical 


adjustment of unemployment taxation (greater inflow 
in good times and less in slumps) could be achieved 
by having a sufficiently large tax base so that the em- 
ployer’s payroll changes over a business cycle are 
almost fully reflected in changes in total tax receipts. 


3. Tax Base Expansion vs. Higher Tax Rates 


By 1959 a sharp difference had developed at the 
Federal level with regard to the best method of in- 
creasing revenue in order to provide adequate financ- 
ing for unemployment benefits and the adminis- 
trative costs of the employment security program. 
The public and the labor members of the Federal 
Advisory Council favored an increase in the tax base 
from $3,000 to $3,600 of earnings a year. The em- 
ployer members opposed any increase in the tax base 
and proposed instead that the Federal unemployment 
tax rate of 3 percent (90 percent subject to the State 
tax offset) be raised, which would mean generally 
higher tax rates for unstable employers. The Eisen- 
hower Administration recommended to Congress that 
the taxable wage base be raised from the first $3,000 
of an employee’s earnings to the first $4,200 a year 
under the Federal Unemployment Tax Act. In 1961 
the Kennedy Administration recommended a $4,800 
tax base. 

Essentially, the question is which employers should 
pay any increased tax burden and how that burden 
should be allocated among them. An increase in the 
tax base would mean that practically all employers 
would pay some additional tax. The added burden 
would be in proportion to the tax rates currently 
applicable to them, except that no additional tax 
would be paid for employees whose yearly earnings 
did not exceed $3,000, and the additional tax would 
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TABLE 5.—Wages in Excess of the $3,000 Tax Base and the 
Average Tax Rate, New Jersey Industries With Largest 
Deficit Balances, 1960 


Total | Percent | Average 
wages | of wages | tax rate 
(mil- above | (percent) 
lions) $3,000 


Industry 


Apparel manufacturing. .... 57. 20. 
Textile manufacturing. . . 53. 3 36. ° 
Leather production....... , 30. 
Miscellaneous manufacturing. . 
Building construction. . 
Heavy construction = 
Construction—special trade con- 

tractors 
Hotels and lodging. . 
Eating and drinking places 
Amusements 


NNNNNN 


NNNN 


Source: Division of Employment Security, State of New 


Jersey. Columns 2 and 3 are revised figures of Table 13 in R. 


A. Lester, The Economics of Unemployment Compensation, Industri- 
al Relations Section, Princeton University, 1962, p. 80. 


be diminished to the extent that an employee’s yearly 
earnings failed to reach the new limit for the tax base. 

Narrow tax base.-—The $3,000 wage base limitation 
was inserted in the Federai Unemployment Tax Act 
in 1939 in order to make the taxable wage base for 
unemployment compensation identical with that in 
the Old-Age and Survivors Insurance program. 
Under the Social Security Act of 1935, total wages 
were taxable for unemployment compensation pur- 
When the $3,000 limit was adopted in 1939, 
it included 95 percent of the total wages paid in 
covered employment. Although the original $3,000 
limit was adopted to provide a parallel tax base limit, 
the tax base for OASI has since been raised by steps 
to the present figure of $4,800 of annual earnings. 

Sharp restriction of the tax base has certain dis- 
advantages which increase in significance as the tax- 
able base excludes more and more of the total payroll. 
By 1958 as much as 33 percent of all wages in covered 
employment escaped the tax because of the $3,000 
limitation. The Committee on Benefit Financing 
of the Interstate Conference of Employment Security 
Agencies has pointed out that “efforts to retain the 
$3,000 tax base over the long run could lead to farcical 
results with a small fraction of the payroll being taxed 
at astronomical rates to produce the necessary revenue 
to finance the UI program.” By 1960, a total of 
six States with 12 percent of the national coverage 
had raised their tax base to $3,600 or more. 

A small unchanging tax base has at least five main 
disadvantages. The first drawback is one already 
mentioned, namely, that it accentuates cyclical varia- 
tion in the employers’ tax burdens. In prosperous 
times, more and more of the total payroll escapes tax- 
ation, whereas, as a recession deepens, a higher and 
higher percentage of the payroll becomes taxable. 
The effectiveness of the program for stabilization pur- 


poses. 
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poses is weakened because tax rates are forced up by 
the narrow base, and rate changes generally are 
destabilizing. 

Secondly, the $3,000 base has resulted in a marked 
seasonal variation in tax liabilities and revenues. By 
1960, some two-thirds of all contributions were col- 
lected on the basis of earnings for the first two quarters 
of the year. The financial cost of unemployment 
compensation should not be placed on products man- 
ufactured in the first 6 or 8 months of each year. 
And, of course, even the uniform Federal tax falls 
unequally on payrolls where the tax base is so narrow 
and has a marked seasonal variation. 

The third disadvantage is that a small tax base 
weakens the financial balance between tax and benefit 
liabilities, thereby tending to undermine the financial 
soundness of the program. Already in 24 States, 
wage credits in excess of $3,000 in the base year are 
necessary for drawing the maximum allowable amount 
of compensation for one spell of unemployment, and 
other States will be added soon to that list as benefit 
levels and duration continue to increase. In 1961, a 
total of 15 States had maximum benefits of $45 or 
more a week, which, assuming benefits at 50 percent 
of normal wages, is equivalent to earnings of $4,680 
a year at full-time employment. 

The employer members of the Federal Advisory 
Council recognized the merit of the contention that 
the taxable wage base should be raised when wages in 
excess of $3,000 a year are used for calculating bene- 
fits. However, they stressed the relatively low earn- 
ings of persons who exhausted their benefit rights in 
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the mid-1950’s. But the more pertinent figures are 
those for the base earnings of all beneficiaries, not just 
exhaustees who tend to have lower average earnings. 
The difference is indicated by a study of 132,520 bene- 
ficiaries in 1958 in the State of Washington, which 
revealed that 70,748 (or 53 percent) had 1956 base- 
year earnings of $4,200 or more. The corresponding 
figures for the 34,373 who exhausted their benefit 
rights were 11,280 (or 33 percent of the exhaustees) 
who had annual earnings of $3,000 or more in 1956 
and 4,889 (or 14 percent) with earnings of $4,200 or 
more. 

With the yearly increase in earnings, current and 
future figures are more significant than those for 5 
years ago. Benefit liabilities are generally based on 
the previous year’s earnings. Consequently, in addi- 
tion to taxable wages, it has become necessary to take 
account of total wages in covered employment in State 
studies dealing with the financing of future benefits. 

The fourth disadvantage of a low earnings’ limit for 
the taxable wage base is that it tends to restrict im- 
provements in benefit levels. In many States, a direct 
relationship exists between tax base and benefits, while 
in others the tax base implicitly sets an upper limit 
on benefit levels. The $3,000 tax base, for example, 
may seem to imply a level of benefits around $30 a 
week (for earnings of about $60 a week subject to 
the tax). A relatively low taxable wage base thus 
fits in with the idea of a minimum program of unem- 
ployment insurance, an economic philosophy favoring 
a quite restricted role for the Government with respect 
to unemployment benefits. 
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The fifth drawback of a low tax base is that it forces 

INSURED UNEMPLOYMENT BY INDUSTRY higher tax rates on an gg gee raises 
: questions of tax equity. y and large, the top tax 

Regular State Programs, 1961-1962 rates are paid mainly by employers in the more com- 
petitive industries and the ones least able to shift the 
tax to consumers. Even at the same tax rate, the lower 

Durable Goods wage industries have a relatively heavier burden than 


do high-wage industries because of the narrow tax 
& ~ Manufacturing | lo higk dustries | f th t 


thousands 
1,100 





i base. Similarly, with a $3,000 base, an employer’s 


/ \ tax would be half as large if he employed one person 
/ WE : for a year than if he employed two persons part time at 
$3,000 each for the year. That part-time employment 
\ should be penalized taxwise seems questionable from a 
\ social viewpoint. To the extent that the tax is shifted 
seer 7 to wage earners, it is clearly regressive in effect, taking 
\ a higher percentage of the income of persons with low 
\ yearly incomes than of those with high yearly incomes. 
700 Fr \ 4 Furthermore, a wide range in the tax rates already 
exists. Most States have eight or more different tax 
\ rates below the standard rate of 2.7 percent. In half 
600; \ 7 the States, the regular tax schedule has a top rate 9 
\ ee to 30 times as high as the bottom rate, and some 15 
1962 - \ other States have a minimum rate that can be zero—no 
500 7 State tax Consequently, to force up the top tax rates 
\ / while keeping the taxable wage base at the 1939 figure 
\ 3 means adding still greater relative burdens on some 
400} \ ae declining and highly competitive industries that, in 
= some States, are already subject to unemployment taxes 
averaging three or four times as high as certain other 

300 _ industries in the same State. 
Of course, a State can, on its own, enlarge its taxable 
wage base as the six States have. The Federal credit 
° a ae ae a ae a for State taxes, however, applies only to the first $3,000 
700 earned per year. Any tax that an employer pays on 
A Nondurable Goods | - wages above $3,000 is not eligible for the Federal 
1961 offset. Consequently, the present Federal standard 
600 ae Manufacturing 4 tends to disc ourage enlargement of the taxable wage 

\ base in the individual States. 
Higher top rates.—Stable, high-wage employers and 
500 1962 LA 4 proponents of complete experience rating usually favor 
. / raising the maximum tax rates further instead of in- 
\ f creasing the wage base. They insist that higher tax 
400 } \ 4 rates, especially on so-called “deficit account” em- 
Law ployers (employers whose calculated reserve ac- 
counts—the contributions they had paid in, less the 
300} : benefits charged to their accounts as a result of pay- 
7 ments to their former employees—has a negative bal- 
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ance) are not paying in full for the benefit costs for 
which they are responsible. An increase in the tax 
base would not force them to do so as fully as could be 
done through an increase in the top rate, it is alleged, 
1961 because the yearly earnings of the employees of un- 
200+ ~ / / ) 
_— stable employers are not generally as large as those of 
We F 


5 ve } stable employers. 
too | 1962 iti an aug Phat contention is only partly correct. In the year 


1960, when 43 percent of total covered wages in New 








300 


Jersey were exempt from the tax by the $3,000 limit, 
ea st the 10 industries with the largest deficit balances were 
paying wages over $3,000 a year to the extent indi- 
cated in table 5. In southern States, on the other 
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hand, the proportion of total wages over $3,000 a year 


tends to be somewhat smaller than in New Jersey. INSURED UNEMPLOYMENT BY INDUSTRY 


The figures in table 5 indicate that an increase in Reoular State Programs. 1961-1962 
the tax base in New Jersey to $3,600 in 1960 would ee g : 











have increased considerably the tax revenue from those thousands 

: ; ‘ ’ “ raels) ee 

industries which also generally have deficit balances Mining 

in other States. Indeed, a high-wage industry like 

construction might be affected more by a rise in the toot. !96! is 

tax base than many less well paying industries with dam 

fairly steady employment. ee a ee ae 
In Michigan, another high-wage State, it was found Oo OE ER OO Ge 

Michig gh-wage St 
that in 1958 employers with deficit balances had, 800 ; 
as a group, about 40 percent of their payrolls ex- Construction 


empt by the $3,000 limit compared with 42 percent 

for all firms in covered employment. There, an 700 

increase in the tax base would mean an expansion in 

taxable payroll by about the same percentage for defi- 

cit employers as for employers with positive balances. 600 
An increase in the taxable wage base, because it is 

used as the denominator in experience rating calcu- 

lations in most States, would tend to reduce the em- 500 

ployer’s reserve ratio temporarily. Although that 

might be sufficient to raise him to a higher tax bracket 

for a year or two, the resulting increase in revenue not 400 

only would help to restore his reserve ratio but would 

also serve to improve the financial position of the 

State fund. Thus, it might lead to a general reduc- 

tion of tax rates, automatically in some of the 31 States 

with rate schedules dependent on the condition of the 

fund, or by legislative action in other States. In any 
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:; ag ; 200 ba aa 
case, in comparing a rise in the tax base with a tax ef 
rate increase, it is necessary to bear in mind the effect 
of each on the State fund as well as on individual 166 L J 
employer’s reserve ratios. As previously indicated, in 
some States a drop in the fund may mean a tax rate 
rise for all employers, whether they are stable or 0 ee re ae 
unstable. ; 500 

Consideration of the equity of unemployment tax Y $ ice. i961 Trade 
rates also raises the question of the purposes of the ~*~ 
tax. Are they primarily fiscal (to raise revenue) ? 400 Wy me, 4 
Or are they aimed at influencing the behavior of busi- / 
ness enterprises, at curtailing some business in the 1962 Nae ; 
State, or at imposing the tax bill according to question- 300 oN JA 
able assumptions concerning individual responsibility 5 eg G 
for unemployment? In many States, employers 
charged the maximum tax rate are paying nine or 200 
more times the rate for the lowest category in the g J 
State’s tax schedule. Consequently, a relatively high ? 
maximum rate may tend either to depress a declining OR i a 
industry more rapidly or to induce a particular indus- 300 : 
try to expand in a State where its tax rate will be 1961 Services 
lower. 

The equity notion of requiring employers to pay un- 200 po ™ Tie a 
employment taxes according to their individual re- a 
sponsibility for unemployment, though it has a 100 
superficial plausibility, raises more questions than it § 1 
settles. 

Responsibility for unemployment is a profound and RE Vale SCRE ee ae, SO 
involved subject which cannot be examined here. ef em eee Fae ORD 


Its very complexity, nevertheless, raises serious doubts 
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RECOMMENDED OBJECTIVE: TAXABLE WAGE BASE SHOULD REALISTICALLY REFLECTCHANGING WAGE LEVELS 


concerning the possibility and practicality of enforcing 
tax payments according to a theory of individual re- 
sponsibility. Who knows the extent to which specific 
unemployment is due to employer policies, to con- 
sumer buying patterns, to technological change and 
other innovations, to policies of employees and theit 
unions, or to various outside factors, ranging from 
crop failures to shifts in the currents of international 
trade? Who is responsible for a declining industry, 
and over what timespan does that responsibility ex- 
end? As such questions indicate, equity considera- 
tions involving unemployment are highly complicated 
in a private enterprise economy. 

The difficulty of trying to match alleged responsi- 
bility for unemployment and the actual incidence of 
the unemployment tax compounds the complications. 
The numerous variables, differentials, and uncertain- 
ties mean that any program to allocate unemployment 
taxation according to alleged responsibility is likely 
to be frustrated by the facts of economic life. 

The incentive argument for spreading the scale of 
tax rates also rests on rather shaky foundations and 
raises a question as to which employer actions are most 
deserving of tax rewards. The sizeable reserves ac- 
cumulated during World War II have given wide 
scope to experience rating during the postwar period. 
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Yet little evidence exists to support a claim that ex- 
perience rating has reduced the total volume of un- 
employment. 

Whereas the equity argument assumes that the tax 
is largely shifted to consumers with unstable buying 
tendencies, the incentive argument assumes that it is, 
for the most part, unshiftable, thus serving as a system 
of employer rewards and punishments. Actually, con- 
siderable financial incentive already exists for firms 
to stabilize their employment. Not only is the present 
spread of tax rates .vide in most States, but employ- 
ment stability also ‘:as significant advantages from a 
labor cost and «an industrial relations viewpoint. 
Wider spread in the tax rates would seem to provide 
not so much an additional effective incentive as an 
added handicap for certain industries in an unfavor- 
able market position. 

What employment behavior by a firm is sufficiently 
meritorious to deserve the top tax bonus? For ex- 
ample, should an employer who merely avoids pay- 
ment of benefits to his former employees receive the 
maximum tax credit, or should that be reserved for 
the employer who, in addition, expands his employ- 
ment so as to absorb unempioyed workers, including 
some who were drawing benefits? In view of the 
expected growth in the labor force and rates of unem- 
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ployment since 1953, firms that expand employment 
would seem more worthy of the top tax credit than 
ones that have only stable or stagnant employment. 
And perhaps tax credit should, at least in part, be 
gauged according to the firm’s rate of employment 
expansion from year to year. 

This discussion indicates how complex are the con- 
siderations that must be taken into account in trying 
to answer the question: Should the revenue for un- 
employment compensation be increased through an 
expansion of the taxable wage base or through higher 
maximum rates under experience rating? Neverthe- 
less, careful analysis indicates that, under existing cir- 
cumstances, the factors favoring an increase in the 
tax base far outweigh those supporting an increase in 
the top tax rate. A broader tax base has advantages 
in terms of (a) cyclical modification, (6) financial 
balance, (c) improvement in benefit levels, and (d) 
considerations of equity and economic well-being of 
weak industries. Such considerations can hardly be 
offset by the impractical aim of matching assumed re- 
sponsibility for unemployment and ultimate tax bur- 
dens or by appeal to faith in a tax incentive which 
seems somewhat misdirected when the top premium 
is granted to firms that have failed to expand employ- 
ment during the past decade. 


Economic Implications for the Country as a Whole 


Uneven incidence.—Under present arrangements, 
the State funds are in separate compartments. There is 
no interstate sharing of the unemployment risk, except 
for the national pooling of administrative costs and 


some temporary sharing under the TEUC program. 
Yet the State incidence of unemployment is both un- 


even and unpredictable. Although States with a high 
proportion of heavy industry are generally more vul- 
nerable to recession than States with agricultural 
economies, the States with heavy unemployment bur- 
dens have varied considerably from one postwar reces- 
sion to another. And States with the best relative 
reserve positions at one time may within a decade find 
themselves in bad financial straits because of a severe 
decline in some of their industries. For example, at 
the end of 1945, Alaska and Rhode Island stood 
financially at the top, with their reserve funds 18.5 per- 
cent and 17.0 percent, respectively, of their annual 
taxable payroll (a common measure of financial 
strength). Nine years later (the end of 1954), Rhode 
Island had the lowest State ratio at 3.8 percent, and 
13 years later (the end of 1958), Alaska’s fund was in 
the red. Fear of such financial drains stimulates 
conservatism in benefit and tax proposals (including 
concern for the interstate competition argument) and 
not so much stress on the consumption gains arising 
from improved benefits, part of which are spread 
throughout the country. 

Constraints of tax-offset device—The tax arrange- 
ments for unemployment compensation under the So- 
cial Security Act are quite restrictive and cumbersome 
and rest on questionable economic analysis. The 
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Federal offset for State tax payments or exemptions 
applies only to a payroll tax on employers. Conse- 
quently, practically all unemployment compensation 
is financed by that tax on employment; only three 
States have any employee contribution and none ob- 
tains funds for unemployment compensation from any 
other tax source. Under the Social Security Act, tax 
reductions to be eligible for Federal unemployment 
tax offset must be granted to individual taxpayers on 
the basis of their experience; they cannot be granted 
on a general, statewide basis. Under this tax offset 
method, the emphasis is on tax saving through cur- 
tailed benefits, employer by employer, and the whole 
tax structure is built upon questionable notions con- 
cerning responsibility for and prevention of unem- 
ployment, which neglect the element of growth in the 
labor force. The tax rate changes and tax intake 
variations have, on the whole, tended to accentuate 
the cyclical swings of business and to accelerate finan- 
cial crises in some States in the absence of any inter- 
state sharing of the financial burden. 

Not all of these difficulties and constraints are in- 
herent in the Federal offset method for encouraging 
and - financing State unemployment compensation 
programs. Provision could be made under that de- 
vice to raise the tax base above the first $3,000 earned 
in a year, to permit Federal tax credit for employee 
contributions, and to have that fraction of the Federal 
unemployment tax which cannot be offset increased 
so as to provide funds for State grants (not loans) as 
a means of achieving some national sharing of extraor- 
dinary costs of unemployment compensation. 

Neglect of national interests—Where benefit 
amounts, duration, eligibility, and disqualifications 
are fixed by State legislatures subject to no Federal 
standards and where a particular Federal standard 
exists for State tax reduction but otherwise the States 
freely set each employer’s payroll tax rate, the inter- 
ests of the national economy as a whole may suffer 
when the important decisions are made at the State 
level. Naturally, viewing unemployment compensa- 
tion from the State unit often results in national in- 
terests (say in countercyclical payments or economic 
growth) receiving secondary or little consideration. 
A State focus could not be expected to stress action to 
reduce competition between States for industry via 
low unemployment taxes, or to increase the effective- 
ness of unemployment compensation as an automatic 
stabilizer, or even to use it as a means of retraining and 
redistributing the long-term unemployed, including 
moving them out of the State. In part, it may be a 
question of the relative importance of particular ob- 
jectives and the appropriate economic unit for tackling 
a particular problem. 

Proposed tax changes.—A wide variety of sugges- 
tions has been offered for improvements within the 
existing framework and philosophy of our Federal- 
State system of unemployment compensation. It is 
not possible to discuss all of them here, but a few 
significant proposals for change in taxes can be men- 
tioned. They would involve no basic reform or struc- 
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tural alteration, no new superstructure or auxiliary 
program. In all cases, the change would be achieved 
either through persuasion and passage by State legis- 
latures or through inducement or pressure under the 
tax-offset provisions of the Federal act, which would 
necessitate congressional approval. 

The following types of proposals have been made: 

1) An increase in the wage base for the State and 
Federal taxes, (2) offset credit against the Federal tax 
for across-the-board reductions in employer State 
taxes, (3) a minimum contribution from all employers 
toward benefits through a reduction in the percentage 
of the Federal tax that can be offset, and (4) an 
increase in the incentives to avoid deficit balances in 
accounts by such means as a schedule of graduated 
rates, or a still higher rate, on deficit accounts undet 
State laws. 

Even a discussion of minor revisions in unemploy- 
ment compensation reveals considerable disagreement 
regarding aims and methods, concerning the role of 
insurance, and of need for an adequate and equitable 
program of unemployment compensation. The prob- 
lem is to find a workable balance among different 
possible objectives and principles, to keep the program 
adequate yet as free as possible from abuse, to draw a 
proper balance between State and national interests, 
between employer and worker interests, and among 
the interests of different employers—in stable and un- 
stable industries—and among the interests of different 
workers with varied work records and labor-market 
attachments. 


Elements in a Program for Improvement 


Any program for improvement rests on certain as- 
sumptions about current deficiencies and fruitful ave- 
nues of action. The assumptions underlying the 
following suggestions are that (1) a radical revision of 
our unemployment compensation program is not pos- 
sible now and is not necessary in order for many of 
the current defects to be remedied; (2) experience 
rating will continue, which means that each employer 


has a direct financial interest in low benefits and that 
stable employers have an interest in opposing increased 
Federal sharing of unemployment compensation costs ; 
and (3) continued experience rating and wide dis- 
parity in the incidence of recession unemployment 
make necessary some Federal sharing of the extraor- 
dinary burden of benefits during recessions. 

These assumptions could be used to support some 
specific steps with respect to financing the unemploy- 
ment compensation program. They are the follow- 
ing: (1) Increase the wage base for the Federal 
unemployment tax from the first $3,000 earned in a 
year to the first $4,800 (the figure for the Federal 
Old-Age, Survivors and Disability Insurance _pro- 
gram). It has been obvious during recent years that 
many State legislatures have delayed action in this 
area in anticipation of an increase in the taxable wage 
base under the Federal Act. (2) Develop State pro- 
grams for analyzing deficit amounts by applying a 
schedule of rates, as three States have done, as a means 
of providing an incentive for employers to seek to 
reduce their negative ratios. Experience rating of 
deficit accounts need not lead to an unduly high top 
tax rate in a State. It is difficult to justify tax rates 
in a State that are 12 or 15 times as high for some 
employers as they are for others. (3) Reexamine 
experience rating arrangements in the States with a 
view to providing some tax reward for employers who 
have a continuing upward trend in their total employ- 
ment figures. 

However, the financial aspects of an unemploy- 
ment insurance program are bound up with its other 
features, especially benefits and eligibility. It seems 
clear that the time has come for a fresh examination 
of the whole program, perhaps by a Presidential com- 
mission composed of experts and representatives from 
different interest groups. Hopefully this discussion 
and analysis of the financial aspects will stimulate 
further reexamination of unemployment compensation 
and contribute to the development of more satisfac- 
tory arrangements for financing jobless benefits in this 
country. 
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Unemployment Insurance 
and Income Replacement 


HE effectiveness with which unemployment in- 
surance offsets the changing economic and per- 
sonal effects of the loss of wage income due to in- 
voluntary unemployment depends to a large degree 
on three aspects of the program: (1) The extensive- 


ness of its coverage of gainful employment; (2) the 
adequacy of the length of protection afforded; and 
(3) the adequacy of the proportion of wage loss com- 
pensated by the weekly benefit payment. 


I. Coverage 


There appears to be little disagreement, among 
supporters of the program, that unemployment in- 
surance protection should be extended to cover “so 
far as feasible” every worker who has a basic and 
continuing interest in employment, and who is sub- 
ject to the risk of involuntary unemployment. Qual- 
ifying requirements and the application of current 
availability provisions, rather than coverage provisions, 
should eliminate individuals who do not have “basic 
and continuing” attachment to the labor force. 
Nevertheless, determinations of whether certain types 
of employment are subject to the risk of unemploy- 
ment, and evaluations of administrative difficulties 
posed by prospective coverage of such groups are 
generally accepted criteria for judging the need for 
and “feasibility” of coverage. However, the feasi- 
bility of extending coverage through legislation ulti- 
mately depends on the current climate of interested 
public opinion. In view of this fact, criteria of the 
feasibility of extending coverage to employment now 
excluded may well include some determination of the 
extent to which the purposes of such coverage are 
understood and accepted. 

In theory, at least, all those who work for others 
are subject to the risk of involuntary unemployment. 
The risk varies in degree among various kinds of 
employment, but the basic objective of the insurance 
approach is to afford the greatest possible pooling of 
this risk, regardless of the variation. At the outset 
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of the program, the theory of universal risk, if fully 
applied, would, obviously, have produced universal 
coverage of all who work for wages and salaries. 
However, exclusions from coverage were made for 
various practical or political reasons, so that a rela- 
tively limited proportion of the Nation’s labor force 
was covered. Over the years, some of the original 
exclusions have been reduced or eliminated, but others 
still remain. From 10 to 20 percent of the unem- 
ployed do not draw benefits, because they are not 
covered under the program. In all, less than 80 per- 
cent of all wage and salary workers are protected 
under the Federal-State unemployment insurance 
system. 

The gaps in coverage serve also to weaken, to some 
extent, the effectiveness of the qualifying require- 
ments for unemployment benefits. Some workers who 
fail to qualify for benefits on the basis of only their 
covered employment would do so if all their employ- 
ment were counted. To the extent, therefore, that 
such gaps in coverage are eliminated, qualifying re- 
quirements may also become more equitable. 

The chart on the next page indicates those groups 
of workers presently excluded from coverage. State 
and local government workers represent the largest 
excluded group and the one group that, for constitu- 
tional reasons, cannot be covered by Federal legislation. 
The recent growth of this segment of the labor force, 
coincident with the growth of State and local govern- 
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UNEMPLOYMENT INSURANCE COVERAGE OF WAGE AND SALARY WORKERS 
OVER 46 MILLION WAGE EARNERS WERE PROTECTED BY UNEMPLOYMENT INSURANCE IN 1961 
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mental activities, lends further significance to the prob- 
lem of noncoverage in this area. Coverage of Federal 
Government employees in 1956, with benefit costs 
financed on a current, rather than funded basis, may 
indicate the approach which the States may take to 
resolve this problem. 

Federal legislative proposals for coverage of em- 
ployees of small firms (those with less than four em- 
ployees) and nonprofit organizations have been made 
for several years and are included among current un- 
employment insurance proposals. 

At the inception of the unemployment insurance 
system, small firms were omitted from Federal law be- 
couse of anticipated administrative problems involved 

covering their employees. However, experience 
under the Old-Age and Survivors Insurance system 
and the laws of several States which already provide 
coverage of employers of less than four workers has 
indicated that such coverage may not present un- 
usually difficult administrative problems. The experi- 
ence of these States also indicates that workers in small 
firms are subject to the risk of involuntary unemploy- 
ment as much as, if not more than, other workers. 

The problem of extending coverage to employees of 
nonprofit hospitals and of religious, charitable, educa- 
tional, and humane organizations involves largely the 
question of the special status these organizations have, 
because of their nonprofit nature and their reliance on 
voluntary contributions by the public for much of their 
revenue. Asa result, these organizations are exempted 
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from the Federal income tax and, in some instances, 
from property taxes. Many such organizations are 
already covered, to some extent, by workmen’s compen- 
sation, and such coverage has not affected their special 
status. The traditional exemption of nonprofit or- 
ganizations from r~ nue raising taxes need not, it 
would seem, be car. _—_— over to programs designed for 
the protection of their workers. 

Studies being made in several States of the feasibility 
of covering farm workers may reveal whether tradi- 
tional objections to such coverage, on the grounds of 
administrative and financial difficulties, now represent 
significant deterrents to the extension of such coverage 
to all categories of farm workers. Aside from the 
administrative and financial questions dealt with by 
these studies, there are other tendencies to be noted 
which have implications for coverage of farm workers. 
The long continued “industrialization” and mechaniza- 
tion of agriculture in this country have altered con- 
siderably the status and employment patterns of farm 
workers, so that these patterns tend to resemble more 
and more those of industrial workers. Unemployment 
insurance is part of the farmework of social legislation 
which many feel should apply to agricultural workers 
as well as nonagricultural workers. There appears to 
be growing support especially for covering categories 
of agricultural workers, particularly those involved in 
processing activities on the farm which are not typical 
of the agricultural worker as generally conceived. 
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Il. Adequacy of the Weekly Benefit Amount 


In April 1955, the then Secretary of Labor ex- 
pressed what has become the generally accepted ob- 
jective of the weekly benefit amount—that the benefit 
should be sufficient to cover, for most beneficiaries, 
that portion of their wages spent for nondeferrable 
expenses, and yet not be so high as to affect adversely 
the worker’s incentive to return to work. In a sim- 
ilar vein, others have urged that the benefit should 
provide an amount sufficient to relieve hardships and 
to allow purchase of basic necessities. 

General agreement on these broad objectives, how- 
ever, has not been followed by general agreement on 
specifics. The words “most beneficiaries” convey 
different individuals. No 
widely accepted definition of “nondeferrable ex- 


meanings to different 


penses” or “basic necessities” has yet emerged. Nor, 
in view of the complex of factors which may motivate 
an unemployed worker, has there been agreement on 
how close a benefit may approach a normal wage 
without weakening the worker’s incentive to work. 


In addition to the need for more substantial agree- 
ment on the meaning of such words as “‘nondeferrable” 
and “basic,” there is further need for consensus on 
such issues as whether the benefit should meet “re- 
current” rather than nondeferrable expenses ; whether 
it should help maintain the “customary” or a “sub- 
sistence” standard of living for the beneficiary; and 
whether it should vary among claimants in accordance 
with the number of dependents. 

Until the specific needs which the benefit should 
fulfill are more clearly defined and accepted generally 
as appropriate objectives of the benefit amount, at- 
tempts to measure the adequacy of a given benefit 
must be predicated upon tentative presumptions of its 
purposes. Factual knowledge of the effect which un- 
employment wage loss and existing benefits may have 
on the spending potential, buying habits, and living 
patterns of the insured unemployed serves two ends: 

1) To stimulate wider agreement as to how far the 
unemployment benefit should go in meeting these 
presumed needs, and (2) to furnish a basis for ap- 
praising the effectiveness of the benefit in meeting 
those needs.’ 

An evaluation of the adequacy and the equity of 
the benefit amount must be guided also by established 
social insurance principles. In contrast to the lack 
of consensus as to the specific objectives of the weekly 
benefit and criteria of its adequacy, there has been 
little disagreement with the theory that society has 
assumed responsibility for temporary, involuntary un- 
employment, and that the weekly benefit is intended 
to indemnify the worker for wages lost through such 
unemployment. However, two important qualifica- 
tions to this general wage-replacement principle 
emerge almost immediately: (1) For financial reasons 
and to preserve work incentive, not al] lost wages 
should be replaced; and (2) for essentially the same 
reasons, the benefit amount should have 
maximum. 

Two criteria may be applied to the question of what 
percentage of the wages lost should be replaced: A 
subjective determination of what would be an “equi- 
table” or “fair” replacement in accordance with other 
principles of social insurance; and a less subjective 
but still indefinite concept of what the benefit should 
provide, in terms of meeting the presumed needs of the 
unemployed. 

The principle generally accepted as reasonable when 
the program started and which continues to be gen- 
erally considered equitable is that benefits should be 
designed to replace one-half of a worker’s lost wages. 
At benefit levels below the maximum, the benefit 


some 


‘In recent years, a number of benefit adequacy studies have 
been made yielding this kind of information. More lately, 
special studies conducted under the Temporary Extended 
Unemployment Compensation program of 1961-62 will also 
be a source of such information. 
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formula of all State unemployment insurance laws 
adheres to at least this percentage of wage loss. In 
addition to having the advantage of long, general 
acceptance, this percentage can be depended on to 
yield appreciable amounts, even though these amounts 
may not be fully “adequate” by all criteria. However, 
considerations of what is equitable are conditioned 
upon prevalent customs and values and, consequently, 
are subject to change. Perhaps indicative of chang- 
ing views in this general area is the fact that the pro- 
portion of wage-loss compensation underlying most 
State workmen’s compensation laws is 65 percent or 
more for temporary, total disability. Under relatively 
recent supplemental unemployment benefit agreements 
between unions and management, the proportion of 
wage-loss compensated by the combined public un- 
employment and supplemental benefit is about 65 
percent of net wages (after taxes) or, as in the auto- 
mobile company plans, gross wages. 

Two additional factors must influence indirectly 
any determination of the question of wage replace- 
ment: Whether the lost wages to be compensated 
should be “average” or “full-time” wages; and whether 
compensation should be calculated on the basis of gross 
or take-home pay. As a result of increasing Federal 


and State income taxes in recent years, gross wages are 
now substantially greater than net wages. Considera- 
tion of this difference as well as of such expenses con- 
nected with employment as transportation and cloth- 
ing, and of “fringe” benefits, which the worker loses 
during unemployment, should play some role in deter- 
mining the appropriate wage base upon which to base 
compensation, or, in determining, accordingly, an ap- 
propriate ratio of wage replacement to wage loss. 

The second major qualification to the principle of 
wage replacement, the establishment of a maximum, 
involves a determination of the highest level of wages 
at which workers should be entitled to the established 
(usually 50 percent) replacement percentage of their 
lost wages. Although the idea, that the maximum 
should be set sufficiently high so that most workers will 
not be prevented by it from receiving a’ 'east 50 percent 
of their lost wages, has been widely accepted, there 
appears to be little agreement as to the meaning of the 
word “most.” However, when a substantial proportion 
(15-25 percent) of claimants or payments are at the 
maximum, an unemployment insurance program, it 
would seem, then ceases to operate on a wage-related 
basis as intended, and more nearly resembles a flat- 
rate system. The maximum amounts currently set by 
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most States result in substantial proportions of claim- 
ants at this level. In 1961, 43 States showed a third 
or more of their claimants at the maximum weekly 
benefit. Nationally, 46 percent of all claimants were 
at the maximum in 1961. 

In most States, claimants earning no more than the 
average weekly wage, and, in many cases, well below 
the average wage, are unable to receive a benefit equal 
to half their wage because of the low maximum. 

Knowledge of the characteristics of claimants who 
qualify for the maximum should contribute toward 
greater understanding of the effects of different maxi- 
mums, and such knowledge may well inftuence future 
conceptions of where and how to set the maximum.” 

The maximum in seven States and the District of 
Columbia is set at a specified percentage of the State’s 


* Such information is made available by the benefit ade- 
quacy studies and special TEC studies 


average weekly wage in covered employment. As wage 
levels change, the maximum is adjusted accordingly. 
Again, however, there is little general agreement con- 
cerning the specific percentage of a statewide wage 
at which the maximum should be set. However, it is 
obvious that if the maximum is set at 50 percent of the 
State’s average weekly wage, only those claimants 
whose wages range from the minimum qualifying 
amount to an amount equal to the average wage will 
receive 50 percent (or other percent provided) of their 
individual wage loss. A determination of the ade- 
quacy of such “flexible maximum” provisions might 
well involve some consideration of what particular 
percentage of the State’s average weekly wage would 
yield a maximum, sufficient to accommodate the gen- 
erally accepted goal that the majority (however de- 
fined) of workers should receive 50 percent of their 
individual wage loss. 


Ill. Duration 


It is generally agreed that unemployment insurance 
should provide income sufficient in duration to insure 
protection through “temporary” periods of unemploy- 
ment. This has been interpreted by many to mean 
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a duration sufficient to enable the majority, or the 
“great majority,” of insured workers to find suitable 
work before exhausting their benefit rights. There is 
little agreement, however, as to the meaning of the 
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term “majority” ; or whether a specified duration limit, 
which reflected this objective, should apply equally to 
periods of recession, as well as to normal periods. 
Obviously, a maximum duration which is generally 
accepted as adequate in a period of normal economic 
activity may be considered inadequate in a period of 
widespread economic decline. Two Federal pro- 
grams, providing temporary extensions of unemploy- 
ment benefits, State programs of extended duration 
during State recessions, and proposed Federal legisla- 
tion providing for a permanent system of temporary 
extended benefits, triggered during periods of nation- 
wide recession, all reflect recognition of this fact. 

During periods of relatively light unemployment, 
about one-fourth of those who receive benefits exhaust 
their entitlement. During recession periods, this pro- 
portion rises to as much as one-third. In volume, 
workers who exhaust benefits number somewhat over 
1 million in good years and over 2.5 million in reces- 
sion years. It is estimated that about 10 percent of 
all the unemployed at any given time are workers who 
have exhausted their regular State unemployment 
benefits. 

What happens to the claimant after he exhausts his 
benefits is also indicative of the adequacy of the bene- 


fit duration. Post-exhaustion studies show that sub- 
stantial proportions of workers do find employment 
within a few months after exhaustion while equally 
substantial proportions remain unemployed. Rela- 
tively few leave the labor force. These studies also 
provide information permitting a comparison of the 
characteristics of those who find employment and 
those who do not. Such a comparison is valuable in 
the determination of appropriate objectives of dura- 
tion provisions and, consequently, of additional cri- 
teria against which to measure their adequacy. 

A duration provision providing that the potential 
number of compensable weeks of total unemployment 
should be uniform for all insured workers (rather than 
vary in accordance with the claimants’ prior employ- 
ment or wages) is considered by many to provide, 
generally, more adequate protection, because it as- 
sures all claimants who are currently in need of the 
protection of the program equal, predictable duration, 
regardless of the extent of their past employment. 
Since the length of unemployment which claimants 
may experience does not necessarily vary directly with 
the length of their past employment—in fact, claim- 
ants who have had less steady employment in their 
base period are perhaps likely to be unemployed as 
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long as, or longer than, claimants who had little or 
no unemployment in the base period—duration provi- 
sions should not, it may be contended, favor high-paid 
or steadily employed workers. 

If it can be argued that the uniform duration pro- 
vides more adequate duration for all claimants who 
qualify for benefits, it should be acknowledged that 
more stringent qualifying requirements, which would 
exclude some groups with limited base-period em- 
ployment, have frequently been considered necessary 
when maximum duration has been increased. In 
contrast, the variable potential duration which reflects 
the amount of the claimant’s past employment, can 
afford some limited degree of protection even to work- 
ers who find it difficult to obtain relatively stable 
employment in their communities. 

Variable duration has also been considered by many 
to be more consistent with other social insurance prin- 
ciples. For example, there appears to be no more 
reason, theoretically, to compensate individuals with 
different prior attachments to the labor force with the 
same duration, than there is to provide individuals 
with different base-period earnings with the same 
weekly benefit amount. In addition, it has been con- 
tended that individuals with longer, more consistent 
work histories should be entitled to benefits over a 
longer period of time than that afforded workers with 
short, or sporadic, patterns of employment. 

Various combinations of the two types of duration 
provisions have been suggested as alternatives (such 
as a provision for two or three levels of uniform dura- 
tion, to accommodate workers with different degrees 
of prior attachment to the labor force). Increasing 
recognition of the impact of automation and _per- 
sistent, structural unemployment has led to suggestions 
that workers with long and steady prior work ex- 
perience over a period of years, or workers who have 
drawn little or no benefits during a number of years, 
should be given some extension of normal duration. 
In recognition of the different circumstances and 
needs of distinguishable groups of claimants, sug- 
yestions have also been made to provide extended 
duration periods on different bases; for example, to 
individuals undergoing training or relocation, or to 
claimants with particularly difficult problems of 
readjustment. 

Further information concerning the characteristics 
of the unemployed and the various types of unemploy- 
ment, the factors contributing to prolonged unemploy- 
ment, and, particularly, the different effects of un- 
employment upon different groups and categories of 
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unemployed might well indicate the feasibility of pro- 
viding extended duration during nonrecession periods 
to particular types of claimants or for particular 
situations of unemployment. Federal extended bene- 
fits have been available in the past only during periods 
of nationwide recession. Some consideration may be 
given also to the need for such temporary extensions 
to cope with localized recessions. 

The growth of long-term unemployment, lasting 
beyond the 26-week period now widely associated with 
benefit protection, poses the question of whether much 
of this unemployment can reasonably be deemed “tem- 
porary” by any standard, and whether, therefore, it is 
appropriate for unemployment insurance to continue 
income maintenance in such cases. It has been ar- 
gued also that unemployment insurance, intended 
originally to provide protection for relatively short 
periods of unemployment, cannot assume the burden 
of long-term unemployment without undergoing a 
depreciation of its value and its identity as a social 
insurance program. 

Other alternatives to extending unemployment in- 
surance benefits to cover periods of long-term unem- 
ployment reflect this view and depart sharply from 
the traditional nature of the program. One alter- 
native would continue to make unemployment insur- 
ance the instrument for dealing with long-term 
unemployment and would utilize existing administra- 
tive machinery for the payment of federally financed 
extended benefits. However, such extended benefits 
would be limited to primary wage earners or those 
secondary wage earners who could demonstrate need, 
and such benefits would be conditioned upon relaxed 
“suitable work” requirements. 

Advocates of another, slightly different, alternative 
argue that claimants who have exhausted their reg- 
ular benefits, or those unemployed who are not pro- 
tected by the program, should fall within the scope of 
a different “unemployment assistance” program, in- 
termediate between unemployment insurance and 
public assistance. Since long-term unemployment 
has a depressing and demoralizing effect and fre- 
quently occasions a loss of skills, a program of unem- 
ployment assistance could provide benefits which were 
related to the cost of living and number of depend- 
ents. It could also serve as a clearinghouse for public 
work projects and as a source of subsistence payments 
to claimants who can be helped to secure employment 
through training or relocation. Such a program, it 
is argued, would make possible a more adequate and 
theoretically consistent unemployment 
program. 
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Attachment to the Labor Force 


F ALL the issues which give rise to disqualifica- 

tion from benefits and to hearings under the 
unemployment insurance programs, the availability- 
for-work cases are the most numerous, and presently 
the most difficult to resolve. They are complicated by 
the dynamics of our changing industrial technology, the 
changing pattern and requirements of the work force, 
and the increasingly complex problems of the role of 


women, retirees, and young entrants 1) bor mar- 
ket. The newly enacted Federal laws viding for 
training of the technically displaced workers and long- 
term unemployed will present still further problems of 
interpretation and determination. Basicly, most of 
the questions evolve from a definition of attachment 
to the labor force and the nature of the problem as 
outlined in the ensuing portions of this chapter. 


I. Labor Force Dynamics and Eligibility 


The concept of attachment to the labor force has 
always been a source of controversy concerning the 
unemployment insurance program. While it has not 
been questioned that unemployment insurance should 
confine its benefits to individuals who are attached to 
the labor force, the arguments have been many and 
often fierce as to whether too much or too little was 
demanded as proof of labor force attachment. Per- 
haps the beginning of understanding of this perpetual 
controversy is the realization that it is inherent in the 
very nature of the effort to weld the labor force concept 
into the unemployment insurance system. 

Generally stated, the labor force consists, at any 
given point in time, of those people who then have jobs 
plus all the people who do not then have jobs but are 
looking for work. A series of troublesome questions 
has persistently worried the fringes of these two cate- 
gories. Perennial questions are those that relate to 
distinctions made among the employed, the under- 
employed, and unemployed. In addition are the 
questions which, for unemployment insurance people, 
are classic in their nature that go to the definition of 
“looking for work.” The unemployment insurance 
employee who looks into the problems of the labor 


36 


force statisticians in translating the labor force concept 
into concrete terms is impressed with their similarity to 
unemployment insurance problems of determining 
eligibility and availability for work. 

The reference above to “any given point in time” 
is a key aspect of the labor force concept. The labor 
force counts tend to be, like streetcar transfers, good 
only for this place and this day. To some extent this 
has meant that “labor force attachment” has consisted 
of persistence in a rapidly traveling, rapidly changing 
movement. 

This suggests the other facet of the labor force con- 
cept which has been a consistent breeder of problems 
for unemployment insurance. Inevitably, both because 
of dealing with counts taken at different times and 
because of the dynamics of the economy, the char- 
acteristics of the labor force constantly reveal changes. 
The number of hours worked each week, the wages 
earned, the annual number of weeks worked—these 
are aspects of the labor force that seem to be in eternal 
variance. Yet these constitute the premises upon 
which definitions of labor force attachment must be 
built. 

Since unemployment insurance eligibility provisions 
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are intended to represent a definition of the labor force 
attachment history that is required of claimants, it 
seems reasonable to expect that marked and continuing 
changes in the characteristics of the labor force will 
be reflected in revisions of unemployment imsurance 
eligibility provisions. If they are not, major dissatis- 
factions with the unemployment insurance program 
can be expected. Lags in such updating reveal them- 
selves by increases or reductions in the proportion of 
covered workers who qualify for benefits when they are 
unemployed. If more than a small percentage of 
the covered workers are held ineligible for benefits 
when they become unemployed, severe doubts are 
raised as to whether the program is furnishing any sub- 
stantial insurance. By contrast, if any and every 
worker who has worked at all in covered employment 
is admitted to benefits, sharp protests can be expected 
that the fund is being dissipated and that idleness 
is being encouraged. 

It is obvious that there can be no precise guides to 
determine whether too many or too few of the covered 
workers are being held ineligible for benefits. None- 
theless, a recognition of the reality that a middle 
course must be pursued if the unemployment insur- 
ance program is to be both effective and supported can 
be an important approach to a sound program. This 
very lack of precision as a starting point should yield 
an emphasis on relative rather than rigid approaches 
to statutory definitions of labor force attachment. 

Up to this point labor force attachment has been 
considered as a fundamental of unemployment insur- 
ance. In actuality, however, unemployment insur- 
ance approaches labor force attachment in two 
the past and the present. It may be argued 
that unemployment insurance should content itself 
with a requirement of present attachment to the labor 
The availability provisions of the unemploy- 
ment insurance laws undertake to grapple with the 
need for such present attachment. The difficulties 
involved in applying them precisely and objectively 
have often led to the conclusion that they need the 
support of some completely objective and concrete 
evidence of labor force attachment. Hence, employ- 
ment and earnings requirements. Individuals who 
have had a recent work history have not only given 
evidence that they have been workers but, it is rea- 
soned, by that fact have raised a presumption that 
they will continue to be workers. Obviously, this 
presumption may be questioned in many individual 
cases, although in the mass it is in all likelihood a 
simple truism. 

The employment and earnings requirements for eli- 
gibility found in unemployment insurance laws, how- 
ever, are not there merely to bolster the availability 
requirement. They are closely tied to the nature of 
the payroll tax system which supports unemployment 
insurance. It is to be expected that under such a 
system a close relationship will be maintained between 
eligibility for unemployment insurance and a history 
of work in employment that has been taxed to support 
the unemployment insurance program. 
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force. 
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Of course, this relationship leads to some artificiality 
in a program that lacks universal coverage. A wall is 
created between covered and noncovered employment 
which can be a real obstacle especially for unskilled 
workers in rural areas who are just as likely to work 
in farm as in nonfarm work. A worker who has shifted 
between covered and noncovered work may become 
unemployed and may discover that, for lack of suffi- 
cient employment or earnings in covered employment 
during his base period, unemployment insurance con- 
siders him to be someone without sufficient labor force 
attachment. Obviously, this situation is a “temporary” 
phenomenon that will last only so long as unemploy- 
ment insurance coverage is less than universal. 

Yet another aspect of the unemployment insurance 
definition of labor force attachment is its formal frame 
of reference, the base period. This constitutes a 
declaration that only recent labor force attachment 
will be considered. In most States, such “recency” 
means the l-year period that preceded some more 
recent period of 3 to 6 months just before the indi- 
vidual becomes unemployed. Obviously, this is a 
highly artificial frame of reference for determining 
labor force attachment. Its character has been dic- 
tated by considerations of administrative expediency 
that are extraneous to any measurement of the indi- 
vidual’s degree of attachment to the labor force. In 
addition, the base period is a multipurpose device. 
It is intended to furnish a basis for determining the 
individual’s weekly benefit amount and the duration 
of his benefits and not merely the strength of his at- 
tachment to the labor force. Questions may be raised 
as to whether it is appropriate to use a single base 
period to serve all these purposes. 

A recapitulation of some of the limiting factors 
involved in the unemployment insurance approach to 
labor force attachment is a useful preliminary to con- 
sideration of some of the specific problem situations. 
The situation of the part-time worker is a classic ex- 
ample. 
unemployment insurance in general have frowned 


Interpretations of availability provisions in 


upon the part-time worker. The tendency has been 
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to require availability for full-time work. With few 
exceptions, however, unemployment insurance laws 
make the wages of the part-time worker taxable. 
Under all unemployment insurance laws, many part- 
time workers can readily satisfy the employment and 
earnings test to establish monetary eligibility for un- 
employment insurance benefits. Furthermore, the 
part-time worker is a growing phenomenon in our 
economy. It may be difficult to determine to what 
extent part-time work may be expected to increase for 
economic reasons (i.e., reduction of hours available 
to workers who are willing to work full time) and to 
what extent it may be expected to grow because work- 
ers restrict themselves to part-time work. In addition, 
it becomes increasingly difficult to establish firm and 
fast lines distinguishing part-time and full-time work. 
Twenty-five hours a week has recently become full- 
time work for electrical workers in the New York 
construction industry. Part-time for them obviously 
must be given a different meaning from part-time 
work for grocery store meatcutters who normally work 
a full-time week of 40 or more hours. 

These considerations, however, are seldom the ones 
invoked in public discussion of the unemployment in- 
surance eligibility of part-time workers. Instead, the 
concentration tends to be, in terms that are often 
emotional, upon the limited availability of students 
and housewives. This type of appeal returns to the 
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6 million persons will 
be part-time workers in 
1970, a 30 percent in- 
crease from 1960. 

There will be a very 
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basic dilemma, pointed out at the beginning of this 
article, between accepting unemployment insurance 
taxes with little prospect of benefits returned to the 
workers covered as against admitting to benefits in- 
dividuals who may be the subject of public outcry. 

In some respects, parallels may be found between 
the part-time workers and the seasonal workers. Un- 
employment insurance now has largely outgrown its 
first complex efforts to grapple with the question of 
seasonality. Initially, the approach was to categorize 
industries as seasonal or nonseasonal. Complicated 
regulations, developed in an effort to establish such 
categories, soon became dead letters as so-called sea- 
sonal industries demonstrated that they did not fit 
neatly into the patterns of peak and trough. The 
second wave of attacks upon the problem of seasonality 
came in efforts to define seasonal workers and to con- 
fine their benefits to periods of unemployment during 
their “‘seasons.”” These sometimes had the effect of dis- 
sipating the labor force upon which local seasonal in- 
dustries depended. It became obvious too that some 
difficulty attended the process of determining that an 
individual was a seasonal worker. For many workers 
the question to be answered was how much of a his- 
tory of seasonal employment was needed to demon- 
strate that the individual was a confirmed seasonal 
worker. Attempts to reach this conclusion in the 
context of a single year have resulted in sharp pro- 
tests. Suggestion, on the other hand, that conclu- 
sions be based on a work history spread over 2 or 3 
or more years evoke complaints of administrative 
unwieldiness. 

In the background of these efforts to contend with 
seasonality has been a series of emerging facts. For 
one thing, seasonality as a phenomenon has seemed 
to be changing over the history of unemployment in- 
surance. The construction industry, for example, has 
steadily lengthened its working year. Summer resort 
areas have made strenuous and often successful efforts 
to become year-round resorts. Often they have been 
met by the efforts of winter resort areas to extend their 
activities into the summer months. Efforts that have 
been made to relocate industries, particularly during 
periods of war mobilization and extended defense ef- 
forts, have as a byproduct often demonstrated that 
seasonality, as a characteristic of workers, is tied 
closely to the nature of available work. When non- 
seasonal work was offered, the seasonal workers in 
That a 
hard core remains of workers who choose, despite 


many instances became year-round workers. 


other available opportunities, to work only on a sea- 
sonal basis can hardly be denied. The question to be 
explored in any State concerns rather the size and 
nature of this hard core. Can it be so identified and 
described that eligibility provisions can be framed 
that will deal adequately with this particular group? 
Or, instead, do they constitute situations that can be 
dealt with adequately and equitably only through ap- 
plication of availability requirements and disqualifi- 
cation provisions? The answers may differ from 
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State to State and perhaps even from locality to 
locality. 

A growing area of unemployment insurance con- 
cern with labor force attachment has related to the 
benefit rights of pensioners and retirees. Several fac- 
tors have coincided to bring this problem to the fore. 
The fruition of the Federal old-age benefit and the 
outcropping of the results of the rapid growth of col- 
lective bargaining pensions have come to prominence 
in the wake of the post-World War II recessions, auto- 
mation, and labor market changes that are forcing 
older workers out of lifetime jobs. In a job market 
where older workers not only suffer from discrimina- 
tion but also often bring obsolete skills, testing their 
availability for work becomes a real difficulty. ‘To 
this is added the conjunction of experience rating and 
employer-financed pensions which leads to complaints 


that the employer is paying the individual twice for 
his unemployment. It is easy to understand the public 
clamor over payment of unemployment benefits to 
pensioners. What may be questioned is the extent 
to which such payments raise doubts as to labor force 
attachment rather than issues of duplicate payment 
of benefits. The latter, as indicated elsewhere in this 
issue (see article on relationship to other programs) is 
a different kind of question, requiring a separate 
analysis. Viewed, however, as a problem of labor 
force attachment, the situation of the older worker- 
pensioner suggests only difficulties similar to those 
found with certain other categories of claimants who 
are hard to place—the young man expecting to be 
called to military service, the Negro professional, or 
the soldier’s wife whose husband may be transferred 
next week or next month. 


II. Disqualifications 


Disqualification provisions which limit the benefits 
payable to persons who have left or refused suitable 
work, whose misconduct in connection wtih work has 
resulted in their dismissal, or whose unemployment is 
due to a labor dispute in which they participate or 
have interest have generally been regarded as neces- 
sary to a sound unemployment insurance program. 
There are, however, varied opinions of the most ef- 
fective kinds of disqualifying provisions, and these 
differences become more acute during changing con- 
ditions of the economy. 

Most of the early unemployment insurance laws pro- 
vided very general disqualifying provisions, leaving to 
judgmental determinations the reasons constituting 
“ood cause” for leaving or refusing work, or the cir- 
cumstances constituting “misconduct” connected with 
work. The language of the statutes for the most 
part did not preclude from these determinations con- 
sideration of the existing economic conditions or dif- 
ferences in local labor markets which changed from 
time to time. In the 1930's, there was little concern 
with voluntary unemployment when the very scarcity 
of jobs created a general presumption that a worker 
would cling to or seize upon any chance to work. 

An opposite presumption, that a claimant’s unem- 
ployment inevitably reflected some inadequacy in his 
conduct, emerged from the labor shortages of World 
War II and its postwar economy. In these periods 
and in other subsequent periods of maximum eco- 
nomic activity, statutory disqualifications became more 
numerous, more specific, and involved significantly 
greater denial of benefits. Interpretations of the dis- 
qualification provisions tended to follow this same 
pattern. Although these trends were more significant 
in periods of great economic activity, few of these dis- 
qualification provisions were eliminated during inter- 
vening periods of economic recession. 

As today’s unemployment insurance program focuses 
attention on recession unemployment and the means of 
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providing extended benefits to alleviate problems of 
long-term unemployment, the disqualification provi- 
sions growing out of this background may bear some 
reexamination. ‘Today’s economy, with the paradox 
of high levels of both employment and unemployment, 
may point to some weaknesses in disqualification pro- 
visions planned principally during intervals of labor 
shortage. Disqualification provisions should not be 
designed so that they become an obstacle to a solution 
of problems involving hard cores of persistent long- 
term unemployment or to the unemployment problems 
growing from automation with its resultant obso- 
lescence of skills. In addition to provisions dealing 
with special kinds of economic problems, the disqualifi- 
cation provisions should also be designed to cope with 
the increasing numbers of workers covered in labor 
management contracts, with the increasing numbers 
of fringe benefits, with the need and opportunity for 
greater mobility of labor, with the changing character- 
istics of the working force, and with rapid change in 
technology which not only outmodes skills but creates 
increasing demand for training and development of 
new skills. 

Evaluation of disqualification provisions requires 
consideration of the nature and extent of the denial to 
be imposed. “Duration of unemployment” may be a 
reasonable measure of the amount of unemployment 
due to a claimant’s own conduct in industries or 
geographical areas where jobs are plentiful. This also 
assumes, however, that the worker himself has no 
special problems in seeking and finding employment. 
Where the worker has such problems or in areas of 
economic distress, or in industries whose changing tech- 
nology has made obsolete the skills of its workers, the 
duration-of-unemployment disqualification may in 
effect become a permanent denial which eliminates any 
consideration of willingness to work or efforts to adjust. 
“Subsequent earnings” as the only means of relieving 
disqualifications applies inequitably to those whose 
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problems of finding employment are more difficult. 
This thought must be considered in evaluating the dis- 
qualification provision as the labor market in the 1960's 
includes increasingly greater percentages of older work- 
ers, and younger workers, and women whose work 
obligations and moral obligations to their home and 
marriage are sometimes in conflict, but whose income 
in today’s economy is not in most cases, “secondary” 
but provides a significant part of the family’s basic 
standard of living. 

It would seem appropriate in evaluating the extent 
of a disqualification to consider: (1) The uniformity 
of its effect upon different workers, (2) the uniformity 
of its application in different economies and industries, 

3) its avoidance of permanent denial or provisions 
which may in practice produce this result. 

The principal extension of the disqualification re- 
sulting from discharge for misconduct connected with 
work has been in the severity of the benefit denial 
rather than to new and specifically designated factual 
situations. In general, determinations of what con- 
stitutes disqualifying acts in discharge cases are not 
materially affected by changing economic conditions. 
The extent of disqualification, which in some cases of 
so called “aggravated misconduct” may result in total 
denial, may suggest a reexamination in view of the 
current problems of persistent long-term unemploy- 
ment. The extent of denial for misconduct is the 
point at which the “punishment” theory and the “se- 
lection of risk” theory of disqualification are in great- 
est contrast. Cancellation of all rights may be 


defended as an appropriate “penalty,” but such de- 
nials do not take into consideration the possibility of 
long-range unemployment for which the program has 
assumed some risk. Proponents of both theories may 
consider that in dealing with the problems of long- 
term, hard core unemployment, it may not be beyond 
the risk of the program to insure any unemployment 
after a period of sufficient length to establish that it is 
due to factors such as obsolescence of skill or the 
decline of an industry. 

The changing characteristics of the economy and 
the new problems of unemployment have not been 
significant factors in shaping the labor dispute dis- 
qualifications. Due to increasing interdependence of 
separate manufacturing operations and varied tactics 
in negotiation by both labor and management, there 
have been some extensions of the labor dispute dis- 
qualification beyond the limits usually imposed in 
early day laws. It would seem appropriate in eval- 
uating these disqualifications to consider the early day 
objectives of limiting the labor dispute disqualification 
to unemployment due directly to a work stoppage, 
eliminating factors which may inject unemployment 
insurance as a factor of partiality in the dispute, and 
requiring no consideration of the merits of the dispute 
in determining unemployment insurance claims grow- 
ing out of the dispute. The causes for which benefits 
are. denied have multiplied most in disqualifications 
involving leaving or refusing suitable work. An im- 
portant influence in this direction has been experience 
rating. Since employer tax rates are affected by bene- 
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fits paid to former employees, legislative changes 
tended to limit benefits to workers unemployed be- 


‘ 


cause of employer “fault” and to disqualify workers 
who left work for personal reasons, even though these 
reasons included social and mora! obligations, or who 
quit to take better jobs, or who, despite strong per- 
sonal resistance, were forced out of jobs by the pro- 
labor management agreements. Both 
legislative change and interpretation have reflected 
this trend. 

Today’s problems point to particular need for re- 
evaluation of these disqualifications that seek to as- 
sure that benefits are not paid for voluntary unem- 
ployment. Determinations of “suitability” based on 
the traditional skills and trades of the past may be 
inadequate in an economy where a majority of the 
jobs and skills are of recent scientific and technological 
origin. While obsolete skills and long-term unem- 
ployment require some new concepts of “suitable” 
work, provision for disqualification should not assume 
the suitability of any job for victims of the rapidly 
changing economy.  Disqualifications should not 
necessitate working under conditions which the ordi- 
narily reasonable person, who was anxious to become 
suitably employed, would not accept. Disqualifica- 
tions should not only avoid pressure upon workers 
to abandon usable skills but should place no obstacle 
in the path of new skill development. No deterrent 
to reasonable and necessary mobility of labor should 
be imposed. Preservation of health and family ties 
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suggests a reexamination of disqualifications which 
remove from unemployment insurance protection 
those workers who fulfill their moral and social obli- 
gations for the care of family. 

Evaluation of disqualifications requires a close ex- 
amination of the meaning of “voluntary.” Unem- 
ployment forced upon workers against their personal 
desire, by the operation of labor management con- 
tracts and similar broad, inclusive agreements, may, 
upon examination, be found not to constitute the kind 
of risk which the objectives of the program intended 
to exclude. Any reexamination of disqualifications 
should seek to eliminate obstacles to the training and 
skill development activities so vital to the current 
needs of the economy. 

Separations from work requiring consideration un- 
der disqualification provisions appeal more readily to 
emotions than lack of work separations and for that 
reason receive attention out of proportion to their 
numbers. The term “quitters,” used in a derogatory 
sense to describe workers who have left their jobs, over- 
looks the fact that the personal problems and obli- 
gations of people are among the most frequent reasons 
for leaving work. “Quitting,” therefore, is not usually 
synonymous with “abandonment.” Since the prin- 
cipal program objective is to combat the evils of un- 
employment, disqualifications which remove from risk 
the unemployment of persons who fulfill socially 
desirable moral obligations should bear careful 
examination. 
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Unemployment Insurance Financing 


INANCING concepts of the unemployment insur- 

ance program are at a crossroad. The dilemma 
has been brought into sharp focus during recent years 
as the result of a growing concern in an increasing 
number of States for the sound financing as well as 
adequacy of the benefit program. 

To a large extent, the present situation is the prod- 
uct of the economic conditions which prevailed during 
the formative years of the program and up to the last 
half of the past decade. The relatively favorable 
economic conditions prevailing during most of that 
period promoted the development of financial policies, 
tax rating techniques, and employer attitudes which 
placed a great deal of emphasis on tax reductions and 
individual employer tax rates and insufficient emphasis 
on the changing overall needs of the program. These 
developments did not endanger fund solvency or ade- 
quate financing as long as economic conditions were 
generally favorable. Over the years, however, the 
practices became fixed so rigidly that when changing 
economic conditions and the changing role of the 
unemployment insurance system pointed up their in- 
adequacy for the continued maintenance of a sound 
financial structure, the States found them most difficult 
to modernize and strengthen. 

The financial problems which an increasing number 
of States now face can be summarized in terms of 
inadequate practices and policies and technical factors 
which aggravate those inadequacies. 

Past financial policies and practices are no longer 
adequate because of: (1) Increasing benefit costs 
engendered by higher levels of unemployment; (2) tax 
structures geared to lower cost levels of earlier years; 
(3) lack of available reserves, as in the past, to offset 
the imbalance between current benefit costs and cur- 
rent tax income; (4) reluctance to legislate, in many 
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instances, a higher tax so long as any reserve funds are 
available; and (5) lack of proper emphasis on the 
changing current and prospective tax needs of the 
program. 

Technical factors which aggravate the inadequacies 
of financial policies and practices, include: (1) An 
unrealistic limitation on the amount of covered wages 
that is taxable; (2) an unrealistic limitation on statu- 
tory maximum tax rates; and (3) the failure to recog- 
nize the impact of these limitations on tax structures 
and on the effective operation of experience rating. 

Continuation of past financial policies and practices 
will increase and aggravate the financial problems 
which already are serious in a number of States. The 
question at this time is: Where do we go from here? 

Perhaps the most urgent need in the process of 
“modernizing” the financial structure is for more real- 
istic planning of the program’s tax income. The first 
requirement for maintaining sound financing and an 
ample reserve fund is the availability at all times of 
reliable cost estimates of the program. Such estimates 
should reflect prospective costs, i.e., benefit costs ex- 
pected over the next several years. Past cost expe- 
rience should be taken into consideration because it 
reflects earlier economic conditions and trends. How- 
ever, the past should be supplemented by an analysis 
of current trends and possible directions that economic 
conditions could take in the future. These consid- 
erations should then enable the States to develop re- 
liable estimates of the anticipated liabilities of the 
program over a relatively short period of years. 

The task of financial planning is made easier by the 
development of an estimate of the average annual 
cost Over a period of years. Year-by-year cost esti- 
mates are subject to errors because it is difficult to 
predict the timing of changes in economic conditions, 
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and hence would not provide an adequate basis for 
financial planning. Moreover, if financial planning 
were based on year-to-year cost fluctuations, the tax- 
ing provisions would tend to produce a pay-as-you-go 
system. While this type of financing is actuarially 
sound, it would not be sound from the economic point 
of view because employers would be called upon to 
pay the highest tax rates during bad years, when they 
could least afford such tax burdens. The need at all 
times is for reliable estimates of the anticipated costs 
of the benefit program. 

The second important requirement is a tax income 
sufficient not only to meet benefit costs but to maintain 
a reserve fund adequate to meet all recurring emer- 
gencies. ‘The benefit costs of the program, because 
they are sensitive to economic forces, are not nearly so 
amenable to administrative management as are the 
taxing provisions. If there is an awareness of the 
anticipated benefit costs of the program for the next 
several years, the task of planning for adequate tax 
income is facilitated. It is neither necessary nor de- 
sirable to provide in each year a tax yield which would 
equal or exceed benefit payments in the year. It is 
necessary, however, through a stable statewide average 
tax rate to raise sufficient income over a period of 
years to balance benefit costs during the period. Thus 
the problem resolves itself as one of developing taxing 
provisions and tax structures which can provide tax 
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income high enough to balance costs over a period of 
time and, at the same time, maintain a reserve fund 
that gives maximum assurance of fund solvency under 
recession conditions which may occur at any time 
during the period. 

These requirements are merely a framework for a 
sound financial structure. A third important require- 
ment is that any proposed changes in the benefit pro- 
visions should be evaluated as to their impact on bene- 
fit costs and on tax requirements. Taxing provisions 
should always be modified to gear tax income to cost 
levels, an aspect that has been often ignored in the 
past. It has not been uncommon to enact changes 
in benefit provisions which increase costs without pro- 
viding for tax income to finance the additional costs. 
In fact, as an incident of legislative bargaining, cost- 
increasing changes sometimes have been accompanied 
by tax reductions. In the future this practice will be 
far more damaging to the system than in the past, 
primarily because many States no longer have an ade- 
quate reserve fund to offset the additional costs. 

Among the actions needed for achieving these es- 
sential requirements for maintaining and improving 
the present financial structure, the most pressing are: 
An increase in the tax base, a more equitable sharing 
of benefit costs, and an adjustment of maximum tax 
rates. 

The first action required is the strengthening of 
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taxable wage base. In most States, as well as under 
the Federal Unemployment Tax Act, only the first 
$3,000 earned by a worker during a calendar year is 
taxed. On the other hand, benefit liabilities are gen- 
erally based on all earnings in covered employment. 
As a result there is an imbalance between the base for 
benefits and the base for taxes which in turn has given 
rise to financial. problems in some States. As earnings 
in covered employment continue to increase, benefit 
rights and benefit costs increase but tax income tends 
to remain stable, especially if the same tax schedule is 
applied year in and year out. Another way of look- 
ing at this problem is that as the dollar volume of 
benefit payments rises, concomitantly with increasing 
wage levels, the ratio of such benefits to taxable wages 
increases. Since the base for taxes does not increase 
as rapidly, the volume of tax collections will not in- 
crease at the same pace as the cost rate unless tax 
rates are increased. 

The second action required is an examination of 
the equity-in the sharing of benefit costs. Where 
a State has a maximum tax rate of 2.7 percent on a 
$3,000 tax base, benefit costs as a percentage of taxable 
wages increase—because of the growing gap between 
total and taxable wages. If fund solvency is to be 
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maintained, all employers must pay a tax rate close 
to or at 2.7 percent. 

In effect this type of tax structure, based on an un- 
realistic taxable wage base coupled with an inade- 
quate maximum tax rate, has so narrowed the range 
within which experience rating operates that the latter 
concept is rapidly dissipated. Unstable employers 
finance a relatively smaller and smaller share of their 
own current costs while stable employers must finance 
their own current costs as well as the unfinanced por- 
tion of the unstable employers. This problem can be 
minimized by increasing the taxable wage base and the 
maximum tax rates to more realistic levels. Ideally, 
all wages in covered employment would be taxed, 
and the maximum tax rate would be high enough to 
assure that most employers finance a specified portion 
of their own costs. 

There are, however, doubts in some quarters as to 
the need to tax all earnings in covered employment. 
Opponents of this proposal point to very high wage 
executives—earning $25,000 to several hundred 
thousand dollars per year—who rarely find it neces- 
sary to claim unemployment insurance benefits. If 
all earnings in covered employment were taxed, their 
employers would be required to pay high dollar taxes 
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on their salaries, even if they were assigned the State’s 
minimum tax rate. Perhaps the most desirable solu- 
tion would be to set the taxable wage base at a level 
high enough to tax all the earnings of most workers, 
an approach taken by Alaska. 

With respect to the maximum tax rate, an increase 
in the taxable wage base to more realistic levels would 
also increase the effective maximum tax rate, assuming 
that standard tax rates are not changed. This action 
may not go far enough in some States, and a third 
action required is an adjustment of maximum tax 
rates. At the beginning of the program, before ex- 
perience rating was used by any State, the effective tax 
rate in all States was at least 2.7 percent of all earnings 
in covered employment. After experience rating was 
adopted, and even though the limitation on taxable 
wages had been enacted, the effective maximum tax 
in most States was still very close to 2.7 percent of total 
earnings in covered employment. However, as wage 
levels kept increasing, and maximum tax rates were 
reduced to the standard 2.7 percent in most States, the 
effective tax rate began dropping. The effective maxi- 
mum tax rate is the percentage obtained by dividing 
the dollar taxes by total wages, rather than by taxable 
wages. The drop in the effective maximum tax rate 
has not been uniform in all States or among all em- 
ployers because of increasing wage levels at different 
rates in different States, in different industries, and 
among different employers in the same State. In 
some States the maximum tax rate currently approxi- 
mates less than 1.5 percent of total wages in covered 
employment. This has seriously affected the financial 
structure in those States, nearly as much as has the 
unrealistic taxable wage base. Although, as has been 
stated earlier, an increased taxable wage base would 
alleviate this problem somewhat, consideration should 
be given to a maximum tax rate which at least approxi- 
mates 2.7 percent of total wages. This would restore 
the tax burden level of the initial period of the 
program. 

The combination of an unrealistic taxable wage 
base and a low maximum tax rate has produced in- 
equities in the tax burden among employers. High 
wage-paying unstable employers have had their effec- 
tive tax rates and therefore tax burdens decreased sub- 
stantially. While at the beginning of the program such 
employers generally paid at least 2.7 percent of their 
total wages in taxes, they now pay 2.7 percent of their 
taxable wages—in most cases, on a $3,000 tax base. 
In effect their current effective tax rate is between 50 
and 60 percent of the effective tax rate they paid in 
the earlier days. On the other hand, low wage-paying 
stable employers have had their effective tax rates 
increased because they are still paying taxes on all or 
almost all their wages and in addition have had their 
tax rates, in most cases, increased because the high 
wage-paying unstable employers are not financing as 
large a proportion of their costs as they did in former 
years. An increase in the taxable wage base and in 
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the maximum tax rate will permit more effective 
allocation of costs on the basis of experience with un- 
employment and will reduce the growing inequities 
that have developed. 

Some of the financial problems which the States 
now face also be attributed to the type of financial 
indicators and adequacy measures which have been 
used in the program. Indicators and adequacy meas- 
ures expressed in either dollar amounts or as per- 
centages of taxable wages have become less mean- 
ingful over time. This is especially true of measures 
of adequacy for reserve funds and other reserve levels 
acting as signals for the application of higher or lower 
yielding tax schedules. Dollar amounts should never 
be used for such purposes. Reserve adequacy meas- 
ures and other trigger points for alternative schedules 
can best maintain their effectiveness over time if they 
are related to costs and are expressed as ratios to 
total wages, since changes in total wages are more 
closely correlated to changes in benefit costs. This is 
especially important when it comes to measures of 
adequacy of reserve funds. 

Generally, financial problems would be substantially 
reduced if, as a minimum, State reserve funds were 
equal to the benefit costs experienced in the worst 
recession period during the last decade. _ Benefit 
costs of such period should be estimated by relating 
the total dollar benefit payments to total wages during 
that period. Current reserve funds, also expressed 
as a ratio to current total wages, should then be com- 
pared with the cost rate of the recession period. If 
the current reserve ratio is equal to the recession cost 


ratio, the reserve fund can be considered adequate to 
assure solvency in a recession at least as severe as the 


worst experienced during the last decade. A current 
reserve ratio more than twice as high as the recession 
cost ratio would indicate a more than ample reserve. 
Current tax income would provide additional pro- 
tection against a more severe recession or could pro- 
vide a cushion for rebuilding the reserve fund for the 
next recession. This minimum adequate level also 
can provide the basis for other reserve levels at which 
higher-yielding or lower-yielding tax schedules ought 
to be applied. The advantage of expressing these 
measures as ratios of total wages is that they would 
have the same meaning in 1960 as they did in earlier 
or later years. If the measures are expressed as mul- 
tiples of the recession cost ratio, it is possible to word 
the law in such a way as to eliminate the need for 
changes in that portion of the law whenever recession 
cost ratios change as a more severe recession is 
encountered. 

There are, of course, many other problem areas in 
the financing of unemployment insurance benefits, 
e.g., noncharged benefits and countercyclical timing 
of taxes. However, such problems can be minimized 
if action is taken to correct the major problems dis- 
cussed above. 
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Relationships to Other Programs 


oO. the past 2 decades since the Unemployment 
Insurance System has been organized in the 
United States, there has been a corresponding devel- 
opment of other social insurance programs to deal 
with a variety of risks of income loss due to unem- 
ployment for other than economic reasons. These 
programs have been initiated and administered 
through Government or private industry plans. As 
all of them deal with income maintenance, they have 
had special inter-relationships which have been com- 
plicated by the fact that they are not combined within 
a single program, or at a single level of government. 
The conceptual design of these programs has resulted 


in variations and even conflicts in their philosophy. 
There are not only significant gaps in their individual 
coverage, but their operations and financing are inde- 
pendent and uncoordinated. All of them have had 
their individual effects upon the administration of the 
unemployment insurance program. The recent en- 
actment of Federal legislation has once again drawn 
attention to the complex relationship of these pro- 
grams to the unemployment insurance system. Con- 
sidered here are three main categories: (1) Newly 
enacted Federal programs; (2) other governmental 
social insurance programs; and (3) private plans and 
programs. 


I. The New Training Programs and Unemployment Insurance 


The impact of recent worker training programs, 
established by Federal legislation, on employment 
service activities of the Federal-State employment se- 
curity system has been discussed at length by Congress 
and the numerous interested parties in articles and 
speeches throughout the Nation. The effects of such 
legislation on unemployment insurance activities are 
probably less well known. 

On May 1, 1961, President Kennedy signed into 
law the Area Redevelopment Act (ARA) of 1961 
(Public Law 27, 87th Cong.). The primary purpose 
of ARA is to “help areas of substantial and persistent 
unemployment to take effective steps in planning and 
financing their economic redevelopment.” Section 16 
of that Act deals with the worker retraining program; 
section 17 specifically concerns retraining payments. 
The Manpower Development and Training Act 
(MDTA) of 1962 (Public Law 415, 87th Cong.) 
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was signed into law by the President on March 15, 
1962. Section 203 specifically concerns the payment 
of training, subsistence, and transportation allowances. 

These acts raise certain questions concerning the re- 
lationship between training or retraining allowances 
and unemployment insurance benefits. Up to the 
present time, the great majority of State unemployment 
insurance laws, either by specific provisions or legal 
interpretations, have posed obstacles to the payment of 
benefits to unemployed persons who were participating 
in various types of training courses. Vocational 
trainees were widely considered to be similar to stu- 
dents attending school. As such, they were often 
deemed to be not available for work. In some cases, 
State employment security agencies determined that 
if vocational trainees or other students were willing to 
terminate their training or educational courses to ac- 
cept work and to absent themselves in order to accept 
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referral to a job, they might be considered available 
for work and, as such, eligible in this respect for un- 
employment benefits. 

In developing legislation for ARA and MDTA, how- 
ever, it was recognized that, if persons selected and 
referred for training were to be encouraged to attend 
and to complete training courses, they must receive 
financial assistance. ARA provides that the weekly 
retraining payment in a particular State will be equal 
to the average weekly unemployment insurance pay- 
ment for total unemployment made in that State dur- 
ing a calendar year. Each April 1, a recomputed 
weckly retraining payment becomes effective. The 
average for the United States for the period ended 
March 31, 1962, was $33; for the 1-year period begin- 
ning April 1, 1962, it is $34. ARA retraining payments 
are payable for up to a maximum period of 16 weeks. 

MDTA also provides for a regular weekly training 
allowance equal to at least the average weekly unem- 
ployment insurance payment for total unemployment 
in the individual State, but this average is determined 
quarterly rather than annually. An individual who 
meets the requirements of the Act may receive an 
increased weekly training allowance if: (1) In a 
State which does not allow payment of unemployment 
insurance because of participation in a training course, 
he would have otherwise qualified for a higher UI rate; 
or (2) ina State which does allow payment of UI while 
participating in a training course, he elects to receive 
a weekly training allowance in lieu of receiving UI 
benefits. ‘Training allowances are payable for up to 
a maximum period of 52 weeks. The MDT Act also 


provides for the payment of subsistence and transporta- 


tion allowances when training is given at locations 
outside the determined commuting area of the trainee’s 


A total of 110 ARA trainees from two 
counties in Tennessee begin 16 weeks 
of classes. 
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regular place of residence. Subsistence allowance will 
be paid up to a maximum amount of $5 per day, and 
transportation, up to a maximum rate of 10 cents a 
mile. 

Both ARA and MDTA provide that training or 
retraining allowances and unemployment insurance 
benefits may not be paid simultaneousy. Under ARA, 
however, in States which allow payment of unem- 
ployment benefits to trainees, a person may accept 
ARA retraining while continuing to claim unemploy- 
ment insurance benefits in lieu of ARA retraining 
allowance payments. ‘This action could be to an 
individual’s financial advantage if, upon being selected 
for training, his balance of entitlement to unemploy- 
ment insurance benefits was greater than his total 
ARA retraining payment entitlement. Under 
MDTA, a closer relationship exists between training 
allowances and unemployment insurance. For States 
which allow payment of unemployment benefits to 
trainees, MDTA provides: (1) The Federal Govern- 
ment will reimburse unemployment insurance pay- 
ments made to trainees who otherwise would have 
been eligible for a training allowance, restoring the 
funds to the State unemployment insurance fund; (2) 
an employer’s experience-rating account will not be 
charged and a trainee claimant’s unemployment bene- 
fit entitlement will not be reduced by such benefits 
paid to the trainee, except that such “restored” bene- 
fit entitlement may not be paid during the training 
period; and (3) if the trainee’s weekly unemployment 
insurance benefit is a lesser amount than the regular 
training allowance, his weekly unemployment insur- 
ance payment will be supplemented up to the amount 
of the regular training allowance. 


This brief description of ARA and MDTA training 





and related allowances suggests a number of questions 
which will require answers in the very near future. 
For example, should there be a relationship between 
the monetary entitlement to training allowances and 
the monetary entitlement to unemployment insurance 
benefits? ARA and MDTA partially answer “Yes.” 
Both provide for the computation of weekly training 
allowances on the basis of unemployment benefits 
paid. As to maximum duration, however, while 
ARA’s 16-week maximum is considerably shorter than 
the maximum generally considered adequate for un- 
employment insurance, MDTA’s 52-week maximum 
is considerably longer than the regular benefit period 
that any unemployment insurance law now provides. 
As to benefit amount, the comparison of UI with ARA 
and MDTA suggests that while unemployment insur- 
ance benefit entitlement relates to the wage loss ex- 
perienced, based on the individual’s wage during his 
recent labor force attachment, the benefit entitlement 
to training allowances indicates an effort to see to it 
that the individual is financially enabled to meet his 
or his family’s nondeferrable expenses during the full 
period of his training course. 

It should be noted that MDTA training allowances 
are limited to two groups of unemployed trainees: 
(1) Heads of family or heads of household with at 
least 3 years’ experience in gainful employment; and 
(2) 19-, 20-, and 21-year-old youth who do not meet 
those criteria but for whom such allowances are neces- 
sary to provide them occupational training. (Youth 
training allowances may not exceed $20 per week. 
In essence, then, the first group may be considered 
to consist mainly of primary wage earners and gen- 
This sug- 


erally to exclude secondary wage earners. 
gests an apparent difference in kind between a system 
of allowances supporting a vocational training pro- 
gram and unemployment insurance which excludes 
any needs test. 

The MDT Act departs in other ways from the un- 


employment insurance pattern. For example, it per- 
mits training allowances to persons who may not be 
covered by unemployment insurance—19-, 20-, and 
21-year-old youth with, in some cases, no previous 
employment experience, and a worker in a farm fam- 
ily whose annual net family income is less than $1,200, 
provided such worker is either a head of a family or 
a head of household. 

The MDT Act also provides for the payment of 
subsistence and transportation allowances to persons 
who participate in approved training courses given 
outside the commuting area, whether or not such 
persons are actually receiving training allowances. 
This suggests some questions for unemployment in- 
surance. Should subsistence or transportation allow- 
ances also be paid to unemployment insurance 
claimants, not participating in approved training 
courses, who are looking for work outside the normal 
commuting area? Should such allowances be paid to 
unemployed persons not receiving unemployment in- 
surance benefits because they have exhausted such 
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benefits or are otherwise not entitled to unemployment 
benefits? 

Should an unemployment insurance claimant who 
is also a trainee be considered available for work under 
State unemployment insurance laws? The Bureau 
position is that vocational trainees are not to be con- 
sidered in the same category as full-time academic 
students. The training is for the purpose of helping 
to qualify the trainees for future employment. It 
appears that it would be advantageous to the indi- 
vidual, to the labor market, to the general economy, 
and to the unemployment insurance system in the long 
run to pay unemployment insurance to a trainee who 
is attempting to acquire new skills in order to secure 
employment for which he does not presently qualify. 
There seems to be no advantage in requiring the indi- 
vidual to forego training in order to hold himself 
available for work for which he presently qualifies but 
for which there is no demand. 

Eventually, the position may reach that indicated 
by the Secretary of Labor in reply to a question by a 
member of the Senate Subcommittee on Employment 
and Manpower with respect to the hearings on the 
proposed Manpower Development and Training Act: 
“If an unemployed worker is eligible to enter a train- 
ing program and clearly should have new skills, he 
will undoubtedly be referred to a training program 
before he has exhausted his unemployment compen- 
sation benefits. In principle, such a worker so re- 
ferred should be disqualified for benefits if he refuses 
training without good cause, just as he is disqualified 
if he refuses suitable work without good cause.” At 
what point, however, is such a disqualification justi- 
fiable and effective as a spur to the individual to 
undertake and profit by retraining? 

For partially employed trainees, or those who are 
receiving their training on the job and being compen- 
sated, MDTA provides that the training allowance 
will be reduced by the number of hours for which the 
trainee is compensated as such hours relate to a 40- 
hour workweek. For example, a trainee who would 
normally receive $40 in training allowances but who 
is compensated for 20 hours in a week would receive 
$20. If he were compensated for 39 hours, he would 
receive only a one-dollar MDTA training allowance; 
if he were compensated for 40 or more hours, he 
would not be entitled to any training allowance. In 
comparison, partially employed unemployment insur- 
ance claimants have had their weekly benefits other- 
wise payable reduced, under State unemployment 
insurance laws, by the monetary amount of earnings. 
ARA has followed the unemployment insurance rule 
in this matter. Should the hourly type of deduction 
computation also apply to unemployment insurance? 
Should the monetary type of deduction computation 
also apply to MDTA? Are varying methods of de- 
duction applicable to each type of program? 

In brief summary, then, training allowances pro- 
vided by recent Federal legislation and unemployment 


Employment Security Review 





insurance benefits differ in several aspects—coverage, 
duration, certain matters of eligibility, “fringe” bene- 
fits (MDTA subsistence and transportation allowances 
vs. UI dependents’ allowances), and (for MDTA but 
not ARA) deductions for partial earnings. The un- 
employment insurance program may well be affected 
by the training programs. Nevertheless, it should be 
remembered that unemployment insurance is payable 
to all unemployed who qualify. ARA and MDTA 
training allowances are paid to a more narrow, re- 
stricted group—unemployed individuals who have 


Il. Other Governmental Social 


Unemployment insurance, as an income mainte- 
nance program, should be coordinated with other gov- 
ernment income maintenance programs in such a way 
as to assure that no one is left unprotected because of 
conflict over which program should protect him, that 
no one receives two payments covering the same period 
for the same risk, that there is a consistent pattern in 
the financing, and that the objectives of the various 
programs are maintained. The acknowledged objec- 
tives of unemployment insurance, as they are relevant 
to the problems of interprogram relationships, are to 
provide persons who normally work for wages with 
income maintenance during periods of temporary in- 
voluntary unemployment due to economic factors, 
without the imposition of any test as to individual need. 
Such income maintenance should provide a weekly 
income to cover the weekly nondeferrable expense of 
most beneficiaries, and duration should carry most 
beneficiaries over the intervals between jobs. 

Achieving these goals is complicated by the number 
of governmental units and levels which are involved 
in government income maintenance programs. In 
the United States, unemployment insurance is a 
Federal-State program, Old-age, survivors, and 
permanent disability insurance are provided by a Fed- 
eral system. Workmen’s compensation and, in four 
States, temporary disability insurance are provided by 
State systems. There are also Federal-State, State, and 
local systems of income assistance to various categories 
of the needy. 

In view of the myriad complexities, it may not al- 
ways be possible to achieve all goals at once, so that in 
some instances a decision must be made as to priorities. 
Is it, for example, more important to avoid duplica- 
tion between two programs than it is to assure that 
unemployment insurance be paid to active members 
of the labor force without a means test? 


Unemployment Insurance and Old-Age Insurance 


The relationship between unemployment insurance 
and government old-age insurance depends upon the 
nature of the old-age program. An old-age program 
of retirement payments, providing income for only 
those who have left the labor force, is fairly simple 
to relate to unemployment insurance. Receipt of the 
retirement benefit would be evidence that the bene- 
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been selected, referred, and are attending approved 
training courses. (ARA retraining allowances are 
further restricted, of course, to individuals who have 
been residents of a redevelopment area for at least 6 
months prior to their selection for approved training 
under ARA). 

The relationships between these new and unprece- 
dented programs and unemployment insurance are 
bound to create many other situations which will have 
significant effects on developments in the Federal- 
State unemployment insurance system. 


Insurance and Welfare Programs 


ficiary had left the labor force. For older workers 
who did not apply for the retirement pension, un- 
employment insurance eligibility would be determined 
in the normal way, on the basis of facts as to avail- 
ability. 

The original Social Security Act was intended to 
provide retirement income, to permit and encourage 
older workers to leave the labor force. ‘The benefit 
formula included an increment for years of insured 
work, so that it was to the worker’s advantage to 
delay his filing for old-age benefits until he intended 
to leave the labor force. 

These characteristics of the old-age program were 
reflected in the early recommendations for State un- 
employment insurance laws, that a claimant should 
not be eligible for unemployment insurance for any 
week with respect to which he received old-age bene- 
fits under title II of the Social Security Act. 

Over the years, however, OASI has moved a long 
way from a retirement program. A worker 62 or 
over who meets the requirements of past attachment 
to the labor force may receive benefits under a com- 
plex formula related to his monthly and annual earn- 
ings, with determinations and payments frequently 
made retroactively for substantial periods. Most work- 
ers will receive a larger monthly payment by not filing 
until they have reached 65 but after that date they 
have no incentive to delay filing. 

Thus, the 1937 recommendation for denial of un- 
employment insurance for a week with respect to 
which the claimant is seeking or receiving old-age 
insurance is not applicable to the 1962 situation. Re- 
ceipt of old-age insurance is no longer evidence of 
intent to leave the labor force or even of unemploy- 
ment. The worker over 65 who experiences any un- 
employment may be overlooking a source of income 
if he does not file for OASI. Moreover, the ineligi- 
bility can be avoided by retroactive filing of the old- 
age insurance claim after exhaustion of unemployment 
insurance. 

The inequity of denial of unemployment insurance 
only when the old-age claim is filed currently could be 
avoided by expanding the denial to those who could 
receive old-age insurance if they claimed it. In ef- 
fect, however, this would limit the unemployment 
insurance program to workers under 62. Almost all 
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workers now reaching retirement age are eligible for 
old-age insurance; few of those ineligible would qual- 
ify for unemployment insurance because OASI cover- 
age is broader than that of unemployment insurance. 
This alternative would leave workers between 62 and 
65 with a choice of no income during their periods 
of unemployment or filing for old-age insurance and 
permanently freezing their monthly payments at a 
reduced level. Therefore, it would not serve the 
objectives of protecting workers and treating them 
equitably. A worker’s attachment to the labor force 
would be considered irrevelant for those over 62. 

A third approach would be to provide that unem- 
ployment insurance for any week be reduced by the 
amount of old-age insurance which the worker re- 
ceived or could receive for the week. Workers over 
65 would then be assured that eligibility for, or receipt 
of, a $50 or $60 monthly payment would not bar them 
from receiving $25 or $30 a week in unemployment 
benefits. For workers between 62 and 65 this ap- 
proach raises the same dilemma as the one above. 
Moreover, this approach evades the issue as to dupli- 
cation of benefits but substitutes a concept of con- 
sidering income other than earnings. Such a concept 
is departure from the basic concept of unemployment 
insurance as a matter of right, not need. 
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A fourth possibility would be for unemployment 
insurance to ignore the receipt of old-age insurance. 
Some workers would then receive both payments for 
the same week. This would be a problem only if the 
payments were intended to compensate for the same 
risk. Unemployment insurance is payable if an in- 
sured worker who wants to work cannot find work. 
Once an individual meets the past tests of attachment 
necessary to qualify as an insured worker, his eligibility 
is established by the status of his earnings in a week 
without regard to his level of income or his earnings 
in the rest of the year. Old-age insurance, on the 
other hand, is payable to an insured worker who meets 
the age requirements and meets requirements of an- 
nual as well as monthly earnings. The conditions for 
receipt of payment under the two programs are so 
different that they could be said to be payments for 
different risks. Such a conclusion seems to raise the 
fewest points of conflict with equity and overall pro- 
gram objective. 


Unemployment Insurance and Disability Insurance 
At first glance, there would seem to be a clear line 
of division between unemployment and disability in- 


surance, whether temporary or permanent. Unem- 
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ployment insurance is designed for workers who are 
able to work, while disability insurance is designed to 
replace wages lost because of inability to work. This 
distinction will, in fact, be clear in most cases. There 
is, however, a gray area between the programs, be- 
cause an individual may be physically able to engage 
in substantial types of gainful employment for which 
he has the necessary skills and training, and at the 
same time be unable to continue at his customary or 
most recent job. 

There are three types of programs of disability in- 
surance in effect in the United States. The oldest 
form of social insurance in this country is workmen’s 
compensation, which insures against wage loss due to 
temporary or permanent total or partial disability. 
Workmen’s compensation is established by State laws. 
The Federal social security program now provides 
income maintenance on an insurance basis for workers 
who are totally unable to engage in gainful employ- 
ment, either permanently or for a long and indefinite 
period. Finally, in four States there are State pro- 
grams of temporary disability insurance, insuring 
against the risk of short-term unemployment due to 
illness or accident not covered by workmen’s 
compensation. 

Obviously, there would be duplication of benefits 
if an individual were to be paid for his current wage 
loss in a week under both unemployment insurance 
and one of the disability programs. 

Not all the disability payments, however, represent 
compensation for current wage loss in the way that 
unemployment insurance does. For example, work- 
men’s compensation payments for permanent partial 
disability represent compensation for a permanent de- 
crease in earning power, and are paid whether the 
beneficiary is working or not. Certain types of injury 
are, by statute, total disabilities under some workmen’s 
compensation laws, and entitle the individual to bene- 
fits for permanent total disability whether he works 
or not. The disability benefits under social security 
may be continued for a period of employment for an 
individual being rehabilitated. 

When the disability payment does not represent cur- 
rent wage loss—that is, when it is payable without 
regard to whether the individual works in a week, there 
is no reason to take it into account in determining un- 
employment insurance eligibility. 

It is a form of income other than remuneration for 
services, just as the receipt of dividends or rent of 
property, and should be ignored in an insurance system. 

As mentioned earlier, there are situations in which 
an individual could meet either the unemployment 
insurance requirements of ability to work and avail- 
ability for work or the disability program’s require- 
ments of inability to work. This area of potential 
overlapping has been enlarged because, in this country, 
unemployment insurance preceded most forms of gov- 
ernment insurance against wage loss caused by non- 
occupational disability. Inevitably, when there is a 
gap in protection, there is a tendency for other pro- 
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grams to move at least partly into the gap. For 
example, it seems a gross inequity to say to an unem- 
ployed worker “You could have received unemploy- 
ment benefits for these 2 weeks if you had stayed well, 
but since you had the flu, you get nothing.” Therefore, 
11 State unemployment insurance laws provide that if 
a worker becomes disabled while he is claiming unem- 
ployment insurance, he can continue to receive his 
benefits unless and until he refuses an offer of work 
which would have been suitable but for the disability. 

With respect to the individuals who could qualify 
under either program, there are two problems of re- 
lationship—first, to determine which program should 
provide the payment for a particular week, and second, 
to assure that only one benefit is paid. 

To some extent, in the overlapping area, the worker 
could be allowed to choose from which program he 
prefers to draw benefits. Thus, a worker who had 
been both a truckdriver and a bookkeeper, who had 
a sore leg which interferred with his truck driving, 
could claim and receive unemployment insurance if he 
were ready and willing to accept a bookkeeper’s job. 
On the other hand, if his current job was truck driver, 
he could claim and receive disability benefits. 

There are, however, several pitfalls in a system of 
worker choice. It assumes that the individual can de- 
termine in advance how the administering authorities 
will rule on his claim. Even in States with temporary 
disability insurance laws, unemployment insurance 
claims are denied on the grounds that the claimant 
is not able to work—and difference of opinion on this 
point between claimants and the agency is the subject 
of appeals. If the worker guesses wrong, he could be 
penalized by the loss of benefits for a substantial 
period. Such a situation could be handled, where 
both programs are operated jointly, by provisions for 
transferring claims from one program to the other. 

The possibility of conflict over which program 
should pay is increased if there are significant dif- 
ferences in benefit rights under the two programs, 
which give an incentive to press one claim against 
the other. 

Unless the law specifically bars receipt of both bene- 
fits for the same week, duplication is both possible and 
legal. Even when it is illegal, some means of check- 
ing against dual filing must be found. Again, such 
duplication can be prevented most easily when both 
systems are administered by the same agency. 


Unemployment Insurance and Welfare 


Relationship between unemployment insurance and 
welfare does not involve possible denial of unemploy- 
ment insurance because of eligibility for, or receipt 
of, welfare payments—used here in the broad sense of 
government payments based on individual and family 


need. The inadequacies of welfare programs, how- 
ever, may result in pressures on unemployment insur- 
ance to move into the gap, while an overlapping of 
unemployment insurance and welfare is an indicator 
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of unemployment insurance failure to meet its 
objectives. 

Unemployment insurance is intended to provide 
its beneficiaries with a weekly income large enough to 
meet their nondeferrable expenses in most cases. 
Therefore, if a substantial number of unemployment 
insurance beneficiaries are receiving welfare payments 
to supplement their benefits, the unemployment in- 
surance program is failing to meet one major objective. 
The failure may be due either to too low a level of 
benefits or to too low a qualifying requirement which 
admits to benefits persons not normally dependent 
upon wages. The important point is that, when such 
a situation arises, the unemployment insurance agency 
should investigate to determine the cause, and to rem- 
edy it. It must, of course, be recognized that there 
will always be some cases in which needs exceed avail- 
able income including unemployment insurance, and 
consequently welfare payments will be made to un- 
employment insurance beneficiaries. 

In many places, however, no such overlapping of 
unemployment insurance and welfare could occur, be- 
cause the welfare programs are available only to un- 
employables. Until 1961, Federal public assistance 
grants for dependent children could be made only to 
State programs limited to need caused by the absence 
or incapacity of a parent, and many State programs 
have not yet been modified to take account of the 
Federal change. Therefore, a more common prob- 
lem of relationship between the two programs arises 
with respect to those who have exhausted their unem- 
ployment insurance rights, 

Unemployment insurance aims, generally, to pro- 
vide duration sufficient to carry most beneficiaries over 
the intervals between jobs. To maintain its insurance 
aspects, including payment of benefits as a right unre- 
lated to current individual need, unemployment insur- 
ance must put a limit on duration. If a substantial 
proportion of beneficiaries exhaust their rights, the 
unemployment insurance program is not meeting its 
objective. This failure may be due to inadequate dura- 


tion provisions, to unsatisfactory qualifying require- 
ments, or to an economic situation for which unem- 
ployment insurance should not be the exclusive 
solution. 

Long-term unemployment has been increasing over 
the past few years, and more increases can be antic- 
ipated in the coming years as a result of increasing 
automation and changes in job skill demands. We 
need, therefore, to consider carefully what should be 
the limits on unemployment duration, and whether an 
alternative program should be available to those who 
exhaust unemployment insurance. Over the pro- 
gram’s history, the customary maximum unemploy- 
ment insurance duration has increased from 16 to 26 
weeks. While duration still, for the most part, varies 
in relation to prior employment, the relationship is 
more generous than it once was. In the past several 
years we have been experimenting with programs for 
increasing unemployment insurance duration when 
unemployment is high. There have also been pro- 
posals that individuals whose attachment to the labor 
force is substantially longer than is required to qualify 
for normal duration might be provided with increased 
duration. We need to study whether unemployment 
insurance should be the exclusive answer to the prob- 
lems of long-term unemployment or whether the needs 
of the long-term unemployed could be better met by 
a new program intermediate between our present pro- 
grams of unemployment insurance and welfare. Even 
when welfare is available to employables, the measure- 
ments of need may require a level of destitution so 
complete that many unemployment insurance ex- 
haustees could not qualify. The new program might, 
for example, provide benefits to only those in need but 
might relate need to family income rather than to 
total family resources so that the family or the in- 
dividual could qualify in spite of ownership of a house, 
a car, or insurance policies. Eligibility might require 
evidence of both past and present labor force attach- 
ment, and might be closely related to programs of 
retraining and rehabilitation. 


Ill. Private Plans and Programs 


Less than 4 percent of all wage and salaried em- 
ployees in private industry are presently covered under 
private arrangements negotiated between organized 
labor and management for the payment of supple- 
mental unemployment benefits (SUB). Rising 
sharply to a level of approximately 2 million covered 
workers within a year following the first negotiated 
contracts for SUB plans in 1955 in the automobile 
industry, the number of covered workers has scarcely 
varied from this level in the ensuing years. While 
new plans have since provided additional workers with 
SUB protection, a decline in the number of available 
jobs in the auto and steel industries, which account 
for two-thirds of the coverage under SUB plans, has 
more than offset the increase. 

Shortly after their emergence, SUB plans won gen- 
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eral acceptance as a supplement to unemployment 
insurance rather than as a guarantee of employment 
or wages under guaranteed annual wage plans 
(GAW) to which they bore some resemblance. Fed- 
eral authorities ruled that employer contributions to 
SUB funds under approved plans were not subject to 
the Federal unemployment tax nor were payments 
from such funds subject to income tax withholding. 
In the latter respect, supplemental unemployment 
benefit payments achieved the same standing as un- 
employment insurance payments. Most States soon 
adopted a similar position with regard to their unem- 
ployment insurance tax provisions, authorizing, in 
addition, the simultaneous receipt of supplemental 
unemployment benefits and unemployment insurance 
without affecting payment of the latter in any way. 


Employment Security Review 





Under the agreements between management and 
labor, claimants of supplemental unemployment bene- 
fits were required to submit evidence of receipt of 
State unemployment benefits to the custodian of the 
SUB fund for each week of SUB benefits claimed. 
This was to ensure that no SUB payment would be 
made to an individual who had been found to be 
ineligible for State unemployment benefits. How- 
ever, evidence of payment of State unemployment 
benefits furnished at public expense solely for this 
purpose would have directly involved State unem- 
ployment insurance officials in the administration of 
SUB plans. Since the State programs were largely 
federally financed, Federal authorities took the lead 
in prescribing that the furnishing of evidence could 
not be borne at Federal expense and that notice of 
receipt of an unemployment insurance payment could 
be provided SUB claimants only if a similar notice was 
given or made available to all claimants as a normal 
procedure. This requirement posed few problems 
since most States were already providing claimants 
with some form of evidence of the payment of unem- 
ployment insurance. However, the gesture gave 
added emphasis to the role unemployment insurance 
had chosen to assume with regard to SUB, the role 
of neutrality. 

While in administration and tax policy, unemploy- 
ment insurance has assumed a neutral role, it, never- 
theless, may not escape completely from the influence 
of the substantive provisions of SUB plans. Growing 
inadequacies in unemployment insurance initially 
stimulated the drive for SUB protection. In the first 
7 years of the life of the SUB plans, two of the several 
States where the bulk of SUB coverage falls have made 
substantial improvements in the duration of unem- 
ployment insurance benefits. Improvements in 
weekly benefit levels have made only moderate prog- 
ress. No evidence has come to light, however, of 
attempts to seek improvements in unemployment in- 
surance to ease employer costs for SUB. Unemploy- 
ment insurance taxes appear to run relatively higher 
than contributions to SUB funds. Thus in 1959, em- 
ployer contributions to SUB funds averaged 1.1 per- 
cent of the gross payroll of covered production 
workers. While unemployment insurance taxes in 
autos and steel averaged only 1.0 percent of the gross 
payroll for all employees in these industries in 1959, 
the comparable rate would have been somewhat 
higher than 1.1 percent for taxes based on the gross 
payroll of production workers alone. 

Supplemental unemployment benefits were at first 
relatively modest, providing a maximum of 26 weeks 
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of benefits which, when supplemented by unemploy- 
ment insurance, were not to exceed 65 percent of 
straight-time take-home pay for the first 4 weeks of a 
layoff and 60 percent for each week of unemploy- 
ment thereafter. This did not differ significantly from 
unemployment insurance goals of 26 weeks of bene- 
fits at 50 percent of gross weekly wages. Later SUB 
plans, however, were negotiated providing for up to 
52 weeks of benefits at comparable weekly levels. 
Unemployment insurance now provides longer dura- 
tion than 26 weeks in a number of States, with the 
maximum in one State going as high as 39 weeks 
duration. 

Renegotiation of SUB plans during collective bar- 
gaining between management and labor in the past 
year has seen a decided shift in the level of weekly 
benefits provided by SUB. Some recent plans call 
for a combined unemployment insurance-supple- 
mental unemployment benefit payment equal to 6214 
percent of gross straight-time weekly wages. Some 
State laws allow this much or more in wage-loss com- 
pensation at lower wage levels, but whether unemploy- 
ment insurance will follow by making available gen- 
erally a higher level of weekly compensation than 50 
percent must await future developments. One of the 
guiding principles in unemployment insurance is that 
the program should provide weekly payments ade- 
quate to cover an unemployed worker’s nondeferrable 
expenses but not so high as to lessen his incentive 
for preferring work to unemployment benefits. There 
is no evidence that the combination of unemployment 
insurance and SUB payments has adversely affected 
this incentive nor does there appear to be any likeli- 
hood of adverse effects, given the present level of 
weekly SUB payments available. 

Some of the labor-management contracts recently 
negotiated include provisions for payments referred 
to as supplemental unemployment benefits but which, 
in actuality, represent lump-sum payments upon sepa- 
ration from employment Such payments are essen- 
tially in the nature of severance pay and are likely 
to be so treated under State and Federal laws. A 
less direct effect in recent agreements but important, 
nevertheless, lies in the fact that some provide for re- 
training individuals who are destined for layoff due to 
automation, on company time and at company ex- 
pense, for better jobs with the company. Such in- 
creasing attention on the part of management and 
labor groups to ways of preventing unemployment or 
of stabilizing employment can have the additional 
effect of reducing unemployment insurance expendi- 
tures. 





The Role of Research 
in Unemployment Insurance 


PPROPRIATELY, the concluding piece in this 

review of unemployment insurance concepts be- 
gins by echoing some of the observations made earlier. 
Unemployment insurance today faces circumstances 
vastly different from those that characterized the 
period of its origin. To permit the program to operate 
in a meaningful and effective manner within this new 
context requires considerable understanding of the 
current problems of the labor market as they interrelate 
with unemployment insurance and, beyond this, a 
willingness to carry through changes in the program- 
even fundamental changes if need be—if the analysis 
of the situation indicates such change. 

The basic issues in unemployment insurance, which 
have been discussed throughout earlier parts of this 
issue, will not be settled by those who administer and 
operate the program. Nor will they be settled by re- 
searchers whose task it is to assemble and organize 
information that will help clarify the elements involved 
in these issues. Rather, the answers and decisions will 
have to come from the elected representatives of the 
public; they will have to emerge out of our political 
processes as is proper in our kind of society. However, 
this by no means relieves the program’s technicians or 
researchers of their responsibility of providing to the 
policy makers whatever technical advice and informa- 
tion can be and should be brought to bear on the 
issues. This responsibility includes the encouragement 
of decision-making based, so far as it is possible, on 
reality and fact, rather than emotion, caprice, or 
propaganda. Thus may the role of research in unem- 
ployment insurance be described in its broadest sense. 


Dual Role of Unemployment Insurance Research 


In more specific terms, unemployment insurance re- 
search may be classified generally into two distinguish- 
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able, though overlapping, areas: (1) Research that 
serves the development and review of the basic objec- 
tives of the program; and (2) research that furnishes 
a basis for evaluating the adequacy of the program. 

A review of the program’s basic objectives involves 
primarily an analysis of the interrelation between 
those objectives and current economic conditions. 
What is perhaps most significant about the problems 
facing unemployment insurance today is that they do 
reach to the basic aims of the program. This is 
largely the result of two important and associated 
developments that have occurred since the program 
began in the 1930’s. First, the economy has been 
transformed from its prewar status of depression, stag- 
nation, and mass unemployment to its dominant post- 
war association with prosperity, economic expansion, 
and relatively high income and employment levels. 
Second, the labor force has altered markedly. A 
generation ago it was composed, to a very large extent, 
of men whose wage earnings alone furnished the basic 
household needs. There was little or no household 
income beyond the earnings of these workers, and 
little more than the basic needs of the household could 
be financed by these earnings. Today’s labor force is 
a highly heterogeneous composite of wage earners who 
have varying positions of responsibility in their house- 
holds, and who often contribute to the support of 
high living standards that a few other countries are 
only beginning to approach. 

These two striking and sweeping changes have made 
it necessary to review again the basic questions that 
faced the program at its origin. For what kinds of 
unemployment should unemployment insurance com- 
pensate? Whom shall the program benefit? How 
should it do so? For how long? And how much? 
Unemployment insurance research has much to offer 
in helping to resolve these questior:. Studies must 
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be directed at discovering why workers become, and 
remain, unemployed to any extent in today’s high- 
level economy. Are the persons really involuntarily 
out of work? What are the impediments to their 
reemployment? Are they economic or personal? 
Are they surmountable or relatively permanent? To- 
gether with these questions are others which relate to 
the presumed needs of jobless workers that require 
reexamination. What kind of protection do the un- 
employed need? What is the role played by income 
maintenance in their household maintenance? Not 
to be neglected are investigations of the effect on the 
economy of the aggregate benefit outlay and cost, and 
of the manner in which the program is financed. 
Without substantial answers for many of these ques- 
tions, it may be virtually impossible to determine the 
appropriate nature and proper scope of unemploy- 
ment insurance. 

Beyond these questions, research serves also to 
furnish the basis for evaluation of the established pro- 
gram and for assessment of its adequacy. Does the 
program perform as designed? Does it yield proper 
benefits to those and to only those it intends to protect? 
Are the benefits paid adequate in amount and duration 
so that the basic purposes of the program are achieved, 
both for individuals who are unemployed and for the 
economy in general? Is the program being financed 
on a rational and equitable basis? Is it being admin- 
istered fairly and efficiently? Because of the rapidly 
changing economic scene, program evaluation needs 
to be continuous and, therefore, the research required 
to support such evaluation must also be continuous. 
Out of this evaluation must flow indications for pro- 
gram revision and indications of need for future re- 
appraisal of basic objectives. 

The ultimate product of unemployment insurance 
research must be its useful application in the admin- 
istration of the program and in the legislative process. 
The bridge between research and policy making is all 
too often a weak one. Too often, there is a tendency 
to postpone decisions by “making a study” instead. 
Frequently, the information that is needed is already 
available but must be reviewed, analyzed, and directed 
toward specific needs. Moreover, the researcher’s 
work should not stop when he has produced the tables 
and charts and descriptions presenting the data he has 
collected. He must also take the next step and convert 
that information into a form that is best suited for 
exploring the specific issues at hand. Only then can 
unemployment insurance research fulfill its role. 


Research Trends and Outlook 


Over the past decade or so, unemployment insurance 
research has developed along various lines without the 
benefit of an integrated plan. Funds available for 
research have been limited. More often than not, re- 
search assumed the form of special study projects, 
making use of whatever funds were available to investi- 
gate a particular aspect of the program that happened 
to be an active issue of the moment. 
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Much of the impetus for this kind of research orig- 
inated from those outside the program itself. For 
example, in its efforts in the early 1950’s to formulate 
recommendations regarding the program, the Federal 
Advisory Council on Employment Security called for 
special studies on the adequacy of the weekly benefit 
amount and the duration of benefits under State laws. 
As a result, much subsequent unemployment insur- 
ance research concentrated on post-exhaustion and 
benefit adequacy studies. 

In the more recent past, the efforts of a number 
of groups seeking to improve the lot of farm workers 
have produced an impact on the unemployment in- 
surance program which now excludes such workers. 
This action has taken the form of research activity 
aimed at determining the feasibility of extending cov- 
erage to agricultural workers. 

Most recently, the Congress, in its enactment of 
the emergency Temporary Extended Unemployment 
Compensation program for 1961-62, simultaneously 
called for a thorough-going study of the character- 
istics of claimants under that program. This re- 
search, which surpasses in scope and size any study 
project attempted in the field, has involved such a 
great concentration of effort as virtually to exclude 
any other unemployment insurance research activity. 


UNEMPLOYMENT 
INSURANCE : 


STATE LAWS. 


AND 


EXPERIENCE 


U.S. DEPARTMENT OF LABOR 


The research experience of the past has been val- 
uable in the information it has yielded, in the study 
techniques which have developed from it, and in the 
demonstration of its usefulness for program appraisal 
and development. Survey approaches have been 
highly successful in making use of local office inter- 
views of claimants. Reluctance to interrupt claims 
procedures for research purposes has given way with 
the demonstration that such interviewing is an excel- 
lent way to obtain information, that it causes little or 
no apprehension on the part of claimants, and that it 
has less effect on local office processes than anticipated. 

Another major development out of past research 
experience has been the orientation of the design of 
studies of the unemployed toward viewing workers in 
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the context of their family responsibilities. This 
has given rise to some controversy over the implica- 
tions of this viewpoint in research for unemployment 
insurance, particularly in terms of evaluating benefits 
from the point of view of need. Nevertheless, since 
appraisals of the program cannot ignore the question 
of presumed need of workers for income maintenance 
during unemployment, research has had to take this 
direction. This does not mean that need should be 
a basis for determination of individual rights to 
benefits. 

While the research experience of the past has proved 
valuable, it has also made clear that to be most effective 
and productive, research must be planned in an or- 
ganized manner and vigorously pursued on a con- 
tinuous basis. The best results are those that stem from 
a well-conceived research program solidly based on 
tested methodology and performed by experienced 
staff. The best research does not flow from fragmented 
uncoordinated concentrations of study activities. 

Illustrative of the stress on continuous research is the 
attempt to organize data which flow regularly from 
program operations into a form more conducive to 
study purposes. Continuous wage and benefit history 
information for covered workers and claimants, 
monthly samplings of claimant characteristics, and 
continuous payroll and financial history data for 
covered employers together constitute a reservoir of 
information that can always be readily available to 
support research activity. 

With the realization of the need for coherence and 
continuity in research, coupled with a willingness on 
the part of the Congress to supply adequate funds, un- 
employment insurance research can be organized and 
directed as a comprehensive program covering the 
broad range of informational needs and can be carried 
out on a long-range continuous basis. To this end, 
the Bureau has recently issued a summary statement 
entitled “Suggested Unemployment Insurance Pro- 
gram and Financial Research Subjects” which pulls 
together within a single framework the various ele- 
ments of current and projected research activities. 
While reflecting certain current program emphases, 
long-range plans for research will be developed within 
this framework. In this way, current study activities 
will contribute toward moving the research program 
in the direction of its broad objectives. 


Government and Nongovernment Research 


As in other fields, unemployment insurance research 
has been conducted both within and outside the Gov- 
ernment. Academicians in the field at universities or 
with foundation support have made substantial contri- 
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butions toward advancing our understanding of the 
problems involved in unemployment insurance. This 
activity outside Government has valuable aspects. In 
some respects, it permits a more detached view of the 
program with less inhibition by forces that sometimes 
influence those closely associated with the program’s 
administration. Moreover, the involvement of non- 
government groups contributes toward accumulation 
of the broad public understanding required in the 
formulation and acceptance of policies in this area. 

Nevertheless, most of the research has been, and 
necessarily will continue to be, carried on by the 
Federal-State system itself. This is only natural since 
the responsibilities and capabilities for such work 
center here. Even more important, however, is that 
the main burden of this work should fall on those 
closely allied to the program itself, on those who are 
acquainted most significantly with the operational 
aspects of the problems in unemployment insurance, 
and who live day to day with the central issues of the 
program. This tie between research and program 
administration offers assurance that the studies made 
will lead to an application of results to the real prob- 
lems at hand. 
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